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EDITORIAL 


Selling  Ourselves 

Many  years  ago  in  the  back  of  the  average  real  estate 
office  there  was  a  be-papered  dusty  desk.  If  you  asked  any 
of  the  prosperous  looking  men  in  the  front  of  the  office  whose 
desk  it  was  they  would  say:  "That  belongs  to  our  'rent  man' 
and  collector.  He  comes  in  now  and  then." 


A  change  has  come  over  real  estate  offices  in  these  later 
years.  The  old  time  "rent  man"  is  no  longer  there  but  has 
been  replaced  by  able,  forward-looking  men  known  as  "Prop¬ 
erty  Managers."  They  have  become  the  saviours  of  the  pros¬ 
perous-looking  men  who  once  regarded  them  as  menials. 

The  public  as  a  whole  remembers  the  old  time  "rent  man" 
and  when  you,  as  a  Property  Manager,  tell  them  of  your  busi¬ 
ness,  they  conjure  up  a  picture  of  the  old  bicycle-riding  rent 
collector. 


In' prosecuting  to  the  best  of  our  abilities  the  Gargantuan 
tasks  which  confront  the  modern  Property  Manager,  each  one 
of  us  must  be  a  one-man  publicity  staff  for  the  profession  of 
real  estate  management.  Few  other  pursuits  call  for  such 
rounded  and  well  proportioned  abilities;  no  other  vocation 
requires  more  basic  knowledge,  diplomacy  and  business  sense. 

In  working  for  the  progress  of  "The  institute  of  Real 
Estate  Management"  let  us  at  the  same  time  acquaint  the 
public  with  the  size  and  importance  of  the  enterprises  en¬ 
trusted  to  Property  Managers. 


The  Necessity  for  Identification  of 
Qualified  Real  Estate  Managers 

By  Howard  E.  Haynie 


IT  WAS  only  a  few  years  ago  that  Leon¬ 
ard  P.  Reaume,  President  of  the  Na¬ 
tional  Association  of  Real  Estate 
Boards,  advised  Realtors  to  extend  their 
services  to  include  property  management. 
Of  course,  there  were  then  many  Realtors 
engaged  in  that  field  of  endeavor,  but  to 
illustrate  the  intelligent  opinion  of  this 
phase  of  the  real  estate  business  at  that 
time,  the  liberty  is  taken  of  quoting  from 
his  remarks: 

Property  management  isn’t  the  collection  of  rent¬ 
als  any  more.  It  is  a  scientific  business  that  is 
just  in  its  infancy,  and  can  grow  to  enormous  pro¬ 
portions.  And  It  isn’t  only  that  I  am  looking  for 
additional  income  for  the  real  estate  men;  proper¬ 
ties  throughout  the  country,  in  practically  every 
town  and  city,  need  property  management.  Costly 
structures  are  virtually  run  by  janitors,  and  thou¬ 
sands  of  owners  are  paying  staggering  running 
expenses  which  could  be  naturally  reduced. 

You  can  manage  a  building  and  cut  the  costs  of 
running  it,  and  eave  the  owner  a  nice  sum  every 
year  and  make  a  nice  little  income  for  yourself. 
You  can  take  on  one  or  two  or  three  or  four  build¬ 
ings  without  disturbing  whatever  you  are  engaged 
in  now.  You  can  work  up  a  string  of  apartment 
buildings  or  houses  or  office  buildings,  even  if  they 
are  not  held  by  the  same  owners,  and  you  can 
care  for  these  in  your  own  office,  with  no  overhead 
but  your  time  and  that  of  your  assistants.  And  I 
believe  that  you  can  get  these  buildings  by  just 
going  out  and  asking  for  them. 

That  that  advice  was  sound  has  been 
proved  beyond  doubt.  But  it  isn’t  as  easy 
today  to  get  property  management  busi¬ 
ness  and  to  keep  it — and  it  shouldn’t  be — 
as  it  is  indicated  it  was  then.  Since  that 
time  the  Realtors  have  extended  their  serv¬ 
ices  to  such  an  extent  that  today  it  re¬ 
quires  a  comprehensive  knowledge  of  many 
phases  of  business  properly  to  manage 
property.  Instead  of  looking  upon  the 
management  business  as  a  side  line — a  de¬ 


partment  to  help  carry  the  overhead — the 
progressive  Realtor  has  realized,  and  has 
been  successful  in  influencing  owners  to 
realize,  that  large  investments  require  ex¬ 
pert  knowledge,  that  the  responsibilities  of 
property  management  are  so  great,  and 
the  details  of  management  so  intricate, 
that  it  is  a  science.  The  business  has  de¬ 
veloped  into  one  of  the  most  important  of 
modern  callings.  As  it  has  enlarged  in 
importance  it  has  developed  in  complexity, 
requiring  specialization,  organization,  and 
the  application  of  the  most  modern  prin¬ 
ciples  of  executive  control. 

It  is  not  intended  here  to  consider  indi¬ 
vidual  management  as  compared  to  or¬ 
ganization  management.  Owners  are  fast 
recognizing  the  value  of  organization  man¬ 
agement.  Also,  due  to  economic  develop¬ 
ments  during  the  past  several  years  it  is 
a  fact  that  the  trend  of  ownership  of  prop¬ 
erties  is  toward  institutional  ownership 
or  control.  Institutions,  governed  by  exec¬ 
utives  of  broad  business  experience,  real¬ 
ize  that  this  part  of  their  business  (which 
has  been  forced  upon  them  and  is  foreign 
to  their  experience)  can  best  be  handled 
by  a  property  management  organization 
which  is  experienced,  capable,  progres¬ 
sive,  and  honest.  Neither  is  it  the  pur¬ 
pose  here  to  define  the  many  and  intricate 
phases  of  the  business,  for  that  subject 
could  not  be  handled  comprehensively  in 
the  space  allotted  to  this  article. 

Our  Present  Status 

Let  those  of  us  who  are  now  in  the  busi¬ 
ness  of  organization  property  manage¬ 
ment  consider  our  present  status.  We 
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readily  agree  that  it  is  an  important  busi¬ 
ness  and  that  although  it  is  a  compara¬ 
tively  new  field  of  endeavor  we  have  made 
great  progress  in  its  administration.  Do 
we  also  admit  that  everyone  engaged  in 
this  business  is  capable  and  honest?  Do 
we  claim  there  is  nothing  more  to  learn 
about  this  complicated  profession  of  ours? 
Are  we  receiving  sufficient  compensation 
for  our  services? 

The  president  of  a  large  metropolitan 
trust  company  just  recently  released  for 
publication  a  paper  in  which  he  said : 

Numerous  properties  have  been  subjected  to 
changing  and  indifferent  management  during  re¬ 
cent  years.  Competition  among  managing  agents 
has  forced  commissions  down  to  a  point  where 
good  management  is  not  adequately  compensated. 
An  officer  of  an  institution  with  large  Investments 
complained  recently  about  the  trouble  he  had  with 
real  estate  investments.  He  observed  that  he  could 
buy  listed  stocks  or  bonds  and  be  free  from  prob¬ 
lems  of  day  to  day  management.  He  was  per¬ 
fectly  content  to  pay  well  the  corporate  manage¬ 
ment  which  relieved  him  from  the  details  of  a 
manufacturing  business;  but  at  the  same  time  he 
was  not  willing  to  hire  adequate  talent  at  good 
pay  to  relieve  him  from  the  detail  of  the  man¬ 
agement  of  the  institution’s  real  estate  invest¬ 
ments.  Every  enterprise  requires  capable  man¬ 
agement.  Real  Estate  is  no  exception;  and  its 
management  can  be  improved  upon. 

An  analysis  of  that  paragraph,  written 
by  one  in  a  position  to  observe  and  prop¬ 
erly  pass  judgment  upon  our  business  gen¬ 
erally,  should  be  sufficient  to  cause  us  to 
stop  and  deliberate.  Have  we  had  indif¬ 
ferent  management?;  are  we  responsible, 
through  competition,  for  fees  not  com¬ 
mensurate  with  good  management?;  can 
management  of  real  estate  be  improved? 
These  criticisms  as  applied  to  our  business 
generally  are  justified  and  we  can  not  take 
exception  to  them.  They  do  not  apply  and 
were  not  intended  to  apply  to  the  efficient 
and  capable  management  organization  but 
to  the  business  generally,  including  those 
who  are  satisfied  merely  to  take  applica¬ 
tions  and  collect  rents,  call  it  a  manage¬ 
ment  business,  and  get  a  fee.  To  empha¬ 


size  the  point,  the  president  of  a  large  sav¬ 
ings  bank  in  New  York  has  stated  that  in 
not  a  single  instance  has  his  bank  fore¬ 
closed  on  a  property  which  had  continued 
under  expert  management  since  the  be¬ 
ginning  of  the  depression. 

Ability 

It  seems  that  the  time  has  arrived  when 
some  identification  should  be  made  as  to 
the  property  managers  who  have  concen¬ 
trated  on  efficient  instead  of  indifferent 
methods  of  management;  as  to  those  who 
are  co-operating  with  each  other  by  ex¬ 
changing  experiences ;  profiting  by  others’ 
knowledge ;  and  improving  management  to 
the  degree  that  it  is  capable,  instead  of 
continuing  individual  efforts  to  manage 
property  desultorily;  and  as  to  those  who 
have  established  practices  insuring  hon¬ 
esty  and  integrity  instead  of  loose  policies 
which  not  only  lead  to  disaster  to  the  par¬ 
ticular  agent  and  owner  but  which  reflect 
upon  our  business  as  a  whole. 

The  desire  to  improve  our  methods 
makes  it  desirable,  —  and  competition 
makes  it  necessary,  —  for  the  successful 
property  manager  to  study  the  experience 
and  accepted  practices  of  others  if  he  is  to 
use  the  best  judgment  in  guiding  his  own 
business.  Can  one  imagine  where  the 
medical  profession  would  be  today  with¬ 
out  its  recorded  histories  of  past  perform¬ 
ance,  its  exchange  of  results  of  experi¬ 
ments  and  research,  its  very  strong  pro¬ 
fessional  associations,  and  the  strict  ad¬ 
herence  to  its  code  of  ethics  ?  What  would 
be  the  legal  profession’s  ability  without 
access  to  its  recorded  cases  of  past  litiga¬ 
tion?  We  in  the  real  estate  management 
field — and  especially  those  of  us  engaged 
in  the  handling  of  apartment  properties 
— are  just  waking  up  to  the  value  of  co¬ 
operation  to  the  extent  of  exchanging  ex¬ 
perience  as  to  our  various  problems. 
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Integrity  strange  to  say,  the  practice  still  continues 

in  some  offices;  and,  in  those  cases,  if  all 
In  addition  to  the  necessity  of  improv-  owners  called  for  their  balances  on  the 
ing  our  standards  of  practice  as  they  re-  month  it  would  be  found 

late  to  ability,  we  must  also  take  steps  to  that  a  portion  of  the  funds  would  be 
insure  integrity.  This  is  said  advisedly,  “frozen”  in  some  investment,  or  dissipated 
A  number  of  so-called  property  manage-  for  other  purposes. 

ment  offices  have  had  to  discontinue  opera-  A  case  is  brought  to  mind  where  an 
tions  the  past  several  years  because  of  office  used  a  substantial  amount  of  owners’ 
loose  policies  "with  respect  to  the  handling  funds  about  eight  years  ago  for  personal 
of  owners’  funds.  It  is  known  that  a  large  investment  in  a  new  large  building  ven- 
number  of  management  offices  do  not  seg-  ture.  The  plan  was  to  sell  the  building  up- 
regate  their  own  funds  from  those  of  their  on  completion,  reap  a  handsome  profit,  and 
owners ;  nor  the  funds  of  one  owner  from  return  the  “borrowed”  money.  It  didn’t 
those  of  others.  This  in  itself  might  not  work.  The  money  ran  out,  no  more  was 
be  disastrous  if  the  offices  so  doing  are  available,  contractors’  liens  were  filed,  a 
alert,  efficient,  and  honest  enough  to  keep  trustee  went  into  possession,  and  the  in- 
their  records  sufficiently  and  currently  vestment  had  no  salvage  value  even.  By 
accurate  so  as  to  make  disbursements  as  if  “kiting,”  however,  that  office  was  able  to 
the  funds  were  segregated.  However,  it  is  keep  the  misappropriation  of  those  funds 
the  practice  in  some  offices  to  place  all  secret  until  less  than  a  year  ago,  when 
funds  in  one  account  and  to  make  dis-‘  owners,  in  order  to  pay  taxes  before  a 
bursements  indiscriminately;  so  that  the  particular  day  to  avoid  the  payment  of 
funds  of  one  owner  may  be  exhausted  and  penalties  demanded  more  of  their  funds 
his  bills  paid  with  funds  of  another  owner,  than  were  available. 

Also,  there  are  some  offices  which  use  or  There  is  another  practice  existing  in 
have  used  owners’  funds  for  their  personal  some  management  offices  which  must  be 
investments  or  obligations,  depending  up-  abolished  if  we  are  to  place  our  business 
on  the  following  month’s  collections  to  en-  upon  a  high  plane.  That  is  the  acceptance 
able  them  to  remit  the  previous  month’s  of  rebates,  commissions,  or  other  benefits, 
net  balances  to  the  owners.  This  practice  without  the  knowledge  of  the  owner.  In 
of  “kiting”  by  one  in  a  fiduciary  capacity  a  conference  recently  with  representatives 
is  distinctly  in  violation  of  the  legal,  of  a  certain  building  trade  the  statement 
moral,  and  ethical  duties  of  a  manage-  was  made  that  a  large  percentage  of  man- 
ment  office.  agement  offices  require  secret  rebates  on 

The  generosity  of  the  owner  in  heeding  bills  paid  to  their  members,  and  gave  that 
the  plea  of  the  management  office  for  more  as  one  of  the  reasons  the  cost  of  their 
time  to  prepare  the  monthly  statement  of  work  could  not  be  reduced.  Another  ex¬ 
receipts  and  disbursements  was  repaid  in  ample  of  such  practice  was  cited  recently 
many  cases  by  the  office  indulging  in  this  of  a  management  office  employing  a  paint- 
practice  of  “kiting.”  Now,  some  owners  ing  estimator.  He  would  estimate  the  cost 
being  cognizant  of  that  practice  by  some  of  a  job,  call  in  a  painter,  tell  him  he  could 
offices,  require  checks  on  account  duringthe  have  the  contract  by  putting  in  a  bid 
month  and  a  closing  statement  near  the  which  aggregated  the  sum  of  the  esti- 
end  of  the  month,  and  some  require  bank  mated  cost,  plus  10%  profit  for  himself, 
statements  and  cancelled  checks.  But,  and  15%  for  the  management  office.  It 


V 


8 


The  Journal  of  Real  Estate  Management 


was  stated  that  this  source  of  revenue 
nets  that  office  about  $6,000  per  year.  Still 
another  similar  practice  is  that  of  an  office, 
or  an  employe,  making  building  employes 
contribute  monthly  to  the  office,  or  to  the 
individual,  with  or  without  the  knowledge 
of  the  office,  in  order  to  hold  their  jobs. 

It  is  true  that  in  certain  sections  of  the 
country  it  is  the  generally  accepted  prac¬ 
tice  for  a  management  office  to  charge  the 
owner  a  percentage  of  certain  items  of  ex¬ 
pense  in  addition  to  a  management  fee, 
and  it  is  not  argued  that  it  may  not  be  a 
good  practice  or  one  that  is  warranted. 
However,  when  that  is  done,  or  when  re¬ 
bates  are  accepted,  they  shovld  be  shown 
clearly  on  the  owner’s  statement,  so  there 
is  no  question  as  to  how  much  the  office  is 
receiving. 

The  management  contract  provides,  or 
should  provide,  for  all  fees  that  the  man¬ 
agement  office  should  receive,  and  if  that 
contract  provides  for  a  commission  on  cer¬ 
tain  disbursements,  or  if  it  provides  for  the 
acceptance  of  rebates  or  cash  discounts  or 
other  benefits,  there  should  be  no  sound 
reason  for  not  disclosing  them  to  the 
owner.  If  the  contract  does  not  so  pro¬ 
vide,  to  benefit  from  such  a  practice  at  the 
owners’  expense  is  to  perpetrate  a  swindle. 
For  the  management  office  to  accept  a 
secret  rebate  or  commission,  for  its  per¬ 
sonal  use,  without  the  knowledge  of  the 
owner,  is  fraud. 

True,  it  may  be  difficult  for  an  honest 
management  office  to  secure  from  an 
owner  what  he  might  consider  a  fair  fee, 
when  an  unscrupulous  competitor  offers  to 
do  the  same  work  for  considerably  less,  de¬ 
pending  upon  making  up  the  difference  by 
dishonest  means ;  but  nobody  yet  has  ever 
made  a  convincing  argument  to  justify 
dishonesty.  Owners  are  fast  learning  that 
the  cheapest  management  is  not  good  man¬ 
agement  but  actually  is  the  most  expen¬ 
sive. 


In  Buildings  and  Building  Management, 
May,  1934,  appeared  the  following  article 
entitled,  “Does  Good  Management  Pay?” 

Speaking  out  frankly  on  the  evils  of  inadequate 
rates  for  management,  William  J.  Demorest,  one 
of  New  York’s  management  “big  shots,”  took  some 
pointed  cracks  at  the  “gyp”  agencies  who  take 
management  contracts  at  ruinous  rates,  then  con¬ 
trive  to  make  money  by  skimping  on  the  job.  In 
this  connection  he  mentioned  a  large  insurance 
company  that,  in  a  certain  section  of  the  city, 
voluntarily  paid  higher  than  average  rates  for 
management  services.  Many  said,  “The  Blank  In¬ 
surance  Co.  is  a  sucker.”  But  the  actual  truth 
was  just  the  reverse — the  insurance  company  was 
no  sucker;  it  was  smart  enough  to  give  the  agen¬ 
cies  a  chance  to  make  some  money  out  of  a  good 
management  job.  It  thereby  gave  its  properties 
the  best  management  In  the  district  and  the  result 
was  plainly  evident  in  the  Income. 

Then,  too.  there  is  the  policy  of  bond¬ 
ing  all  officers  and  employes  whose  duties 
may  involve  the  handling  of  our  account¬ 
ing  for  funds.  The  failure  of  offices  to  do 
this  has  resulted  in  many  failures ;  and,  in 
some  cases,  from  sources  least  expected. 
An  office  may  put  in  as  many  checks  and 
double  checks  as  it  can,  but  the  human 
mind  is  yet  ingenious  and  alert,  and  es¬ 
pecially  so  when  it  is  burdened  with  the 
necessity  or  desire  to  secure  money  by 
hook  or  crook.  A  reputable  and  efficient 
office  recently  discovered  that  a  resident 
agent  on  a  large  building  was  short  in  his 
accounts  to  the  extent  of  nearly  $2,000. 
Certain  tenants  would  pay  him  in  cash  and 
instead  of  making  out  numbered  receipts 
(made  in  triplicate  and  audited  each 
month)  he  would  receipt  the  rent  state¬ 
ment  or  write  a  separate  receipt.  The  next 
month,  when  payments  were  made  by  the 
same  tenants  these  would  be  turned  in  for 
the  previous  month’s  rent.  The  agent 
would  not  allow  any  of  the  balances  of  the 
accounts  he  was  manipulating  to  become 
more  than  one  month  in  arrears  for  that 
would  have  interested  the  office  to  the  ex¬ 
tent  of  attempting  to  collect  the  rent  direct 
or  to  take  action  to  secure  possession  of 
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the  premises.  Fortunately,  the  agent  in 
that  case  was  bonded  and  recovery  made; 
but  in  a  number  of  instances  the  failure 
to  have  employes  bonded  has  proved  em¬ 
barrassing  if  not  disastrous. 

A  Forward  Step 

Men  in  the  real  estate  business  repre¬ 
sent  the  largest  single  element  of  the  cap¬ 
ital  wealth  of  the  country.  We  should, 
therefore,  accept  the  accompanying  re¬ 
sponsibilities  and  diligently  attempt  to 
merit  the  confidence  which  our  principals 
have  reposed  in  us.  In  the  opinion  of 
many,  one  of  the  most  important  moves 
ever  made  by  the  real  estate  management 
business  has  been  the  formation  of  the 
Institute  of  Real  Estate  Management  of 
the  National  Association  of  Real  Estate 
Boards.  It  identifies  responsible  and  com¬ 
petent  managers  and  managing  agencies. 
It  will  raise  the  standards  in  manage¬ 
ment  through  an  experience  exchange ; 
and,  as  a  perusal  of  its  by-laws — printed 
elsewhere  in  the  Journal — will  indicate, 
it  will  admit  to  membership  only  those 
who  among  other  requirements  are 
actively  and  reputably  engaged  in  the  busi¬ 
ness  of  real  estate  management ;  who 
segregate  clients’  funds  in  separate  bank 
or  trust  accounts  which  shall  at  all  times 
cover  in  full  all  money  due  clients;  who 
maintain  satisfactory  fidelity  bonds  on  all 
employes  engaged  in  accounting  for  or 
handling  of  funds ;  and  who  do  not  receive 
or  accept  any  commission,  rebate,  dis¬ 
count,  or  benefit  in  connection  with  the 
management  of  property  except  with  the 
full  knowledge  of  their  clients. 

It  is  not  contended  that  all  who  cannot 
meet  these  requirements  are  not  efficient 


and  honest,  but  there  is  no  logical  argu¬ 
ment  that  can  be  offered  why  such  require¬ 
ments  should  not  be  demanded  by  owners 
nor  why  they  should  not  be  met  by  those 
offering  to  manage  improved  real  property 
for  owners.  That  owners  are  interested 
and  realize  the  need  for  such  identification 
of  qualified  agents  is  demonstrated  in  the 
interest  being  shown  in  the  Institute  by 
insurance  companies,  trust  companies,  and 
by  owners  of  large  single  properties.  One 
thing  that  stands  out  in  clear  relief  is  that 
the  requirements  are  right.  We  shall  not 
enjoy  the  fruits  of  a  strong  management 
system  unless  and  until  we  insist  upon 
high  standards. 

The  Institute  will  not  do  the  impossible. 
Progress  must  be  made  largely  as  progress 
has  been  made  in  other  fields — medicine 
for  example.  Man’s  war  on  disease  has 
brought  tremendous  advances  since  the 
days  of  Koch  and  Pasteur.  But  no  single 
body  directed  this  progress.  No  central 
group  controlled  it.  Countless  individual 
research  workers  and  the  laboratories  of 
the  world  have  made  their  separate  con¬ 
tributions.  Similarly,  in  our  efforts,  we 
must  draw  upon  the  intelligence,  not  ex¬ 
clusively  of  the  Institute,  but  on  the  col¬ 
lective  intelligence  of  all  members.  We 
must  record  our  experiences  and  research 
results.  The  legal  profession  will  always 
have  its  shysters,  the  medical  profession 
its  quacks.  The  real  estate  management 
business  will  always  have  its  inefficient  and 
dishonest  operators.  It  behooves  us  to  set 
up  our  standards  of  practice  and  conduct. 
And  we  must  raise  them  to  fit  new  condi¬ 
tions  from  time  to  time.  We  must  insist 
upon  a  strict  compliance  with  these  stand¬ 
ards  ; — and  then  perhaps  our  business  will 
merit  the  designation  “profession.” 


Control  Records  and  Auditing  of  City  Property 
Income  and  Expense 

With  Special  Reference  to  the  Property  of  Life  Insurance 

Companies 

By  Alexander  Eulenberg,  C.  P.  A. 

Introduction  “Waik-up”  buildings;  or  those  of 

two  or  three  stories 


Before  entering  into  a  detailed  dis¬ 
cussion  of  the  problems  to  be  con¬ 
sidered,  a  division  of  the  whole  sub¬ 
ject  into  its  three  logical  components 
should  help  to  speed  and  clarify  our  prog¬ 
ress.  These  three  elements  are:  (1)  City 
properties,  (2)  Control  records,  and  (3) 
Auditing. 

If  we  clearly  define  what  is  embraced 
in  the  term  “city  properties,”  we  may  then 
proceed  to  establish  control  records  for 
such  properties;  and  to  devise  methods 
for  auditing  them. 

Throughout  our  study  we  are  to  bear 
in  mind  that  life  insurance  companies  are 
the  owners — or  at  least  the  controlling  in¬ 
terests — in  these  properties;  and  conse¬ 
quently  such  factors  will  merit  our  special 
attention  as  have  a  special  and  peculiar 
bearing  upon  properties  by  reason  of  the 
fact  that  life  insurance  companies  own  or 
control  them. 

The  Various  Types  of  City  Property 

City  properties  may  be  classified  accord¬ 
ing  to  the  type  of  tenantry  served  as : 

I.  Residential: 

1.  Hotels — 

(a)  Transient  hotels 

(b)  Residential  or  ‘'apartment”  hotels 

2.  Apartment  buildings — 

(a)  “Elevator”  buildings;  or  those 
from  four  to  twenty-or-more 
stories  high,  frequently  rented 
furnished 

Address  delivered  May  22,  1934  before  the  Midwest  Special 
Conference  of  Life  Office  Management  Association,  Chicago. 


(c)  Residences;  or  single  family  dwell¬ 
ings 

II.  Commercial: 

1.  Store  and  office  buildings 

2.  Industrial — factories,  warehouses,  etc. 

The  general  characteristic  of  all  of  these 
types  of  city  property  is  that  they  are  rent 
producing.  It  is  for  the  control,  conserva¬ 
tion,  and  disposition  of  the  rental  income 
of  these  properties  that  our  inquiry  is  now 
made.  On  the  basis  of  this  rent  producing 
characteristic,  city  properties  may  be  di¬ 
vided  broadly  into  three  groups : 

1.  Apartment  buildings,  residences,  and  com¬ 
mercial  properties  for  which  a  monthly  ren¬ 
tal  is  charged,  usually  on  a  lease  for  periods 
of  a  year  or  more. 

2.  Transient  hotels,  in  which  the  rental  charge 
is  usually  made  by  the  day,  together  with 
charges  for  other  services  such  as  telephone, 
meals,  laundry,  etc. 

3.  Residential  hotels,  which  are  a  combination 
of  the  transient  hotel  type  and  the  more  com¬ 
mon  apartment  building. 

There  is  another  group  of  city  proper¬ 
ties  which  we  might  call  “semi  public 
buildings,”  such  as  churches,  hospitals, 
theatres,  and  stadia.  Usually  each  of  these 
is  “a  case  unto  itself”  and  few  general 
rules  as  to  accounting  procedure  can  be 
formulated  for  their  operations.  Each  one 
is  deserving  of  a  separate  study.  No  fur¬ 
ther  attention  will  be  given  to  these  types 
in  this  paper  beyond  the  enunciation  of 
those  general  principles  applicable  to  the 
operation  of  all  urban  real  estate. 

The  accounting  and  auditing  problems 
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of  hotels — whether  transient  or  residen¬ 
tial — also  are  too  numerous  to  be  directly 
considered  within  the  compass  of  our  pres¬ 
ent  inquiry.  There  are  a  number  of  excel¬ 
lent  books  that  deal  quite  exhaustively 
with  transient  hotel  administration  which 
are  available  for  those  who  may  be  inter¬ 
ested  in  that  subject.  Some  of  the  prob¬ 
lems  of  the  residential  hotel  are  discussed 
in  the  writer’s  article,  “The  Independent 
Audit  of  Apartment  Hotel  Income,”  ap¬ 
pearing  in  the  December,  1933,  and  Janu¬ 
ary,  1934,  issues  of  Buildings  and  Building 
Management. 

This  paper  will  be  directed  principally 
toward  a  study  of  the  first  group,  although 
much  of  the  material  to  be  developed  will 
be  applicable  equally  as  well  to  the  other 
types  of  rentable  property. 

Characteritics  of  the  Property  Renting 
Business 

In  this  first  group,  the  monthly-rental- 
on-lease  type  of  property,  we  should  note 
that  their  essential  characteristic  from  the 
viewpoint  of  management  is  that  they  con¬ 
stitute  a  service  business.  The  old  feudal 
idea  of  “landlord  and  tenant”  is  obsolete. 
The  tenant  undertakes  to  pay  a  monthly 
rental  and  to  do  nothing  more.  For  this 
rental,  the  building  owner  is  required  to 
furnish  a  dwelling  unit  or  place  of  busi¬ 
ness,  generally  with  heat  in  the  winter 
months,  and  to  attend  to  repairs,  building 
maintenance,  janitorial,  and  cleaning  serv¬ 
ices.  For  residential  properties,  the  mod¬ 
ern  tendency  in  many  instances  is  to  fur¬ 
nish  without  additional  cost  electric  light, 
cooking  gas,  refrigeration  service,  and  like 
conveniences.  Despite  an  extended  nation¬ 
wide  period  of  inactivity  in  building,  a 
previous  era  of  expansion  has  provided  us 
with  such  a  large  supply  of  rentable  space, 
that  only /those  property  owners  can  se¬ 
cure  an  income  producing  tenantry  who 
recognize  the  need  to  provide  the  service 


which  such  tenants  demand  and — up  to 
now — have  been  able  to  get,  if  not  from 
one  building  pwner,  then  from  another. 

A  second  factor  that  must  be  considered 
in  determining  the  solution  to  our  prob¬ 
lems  is  that  life  insurance  companies  ^vill 
be  in  the  real  estate  renting  business  for  a 
long  time  to  come.  Were  this  a  temporary 
situation  with  which  we  are  faced,  it 
would  not  call  for  so  careful  a  study  as  we 
are  all  pretty  well  agreed  it  now  merits. 
Any  who  doubt  that  this  phase  of  the  life 
insurance  investment  activity  is  a  long 
term  proposition  need  but  consider  that : 

1.  An  appreciable  amount  of  property  is  now 
under  the  control  of  the  great  majority  of 
life  insurance  companies. 

2.  The  tendency  of  a  continually  growing  part 
of  the  population  is  toward  greater  mobility. 
More  and  more  of  our  workers  must  he  pre¬ 
pared  at  a  moment’s  notice  to  move  their 
abode  to  a  place  where  there  is  a  greater  de¬ 
mand  for  their  labor.  Such  a  situation  stim¬ 
ulates  the  rental  of  property  rather  than  its 
purchase. 

3.  There  is  another  growing  tendency  among 
the  people  to  keep  their  funds  as  liquid  as 
possible,  to  enable  them  to  shift  from  one 
type  of  investment  to  another  upon  short  no¬ 
tice  of  a  change  on  the  economic  horizon. 
This  factor,  too,  is  one  that  favors  property 
rental  rather  than  its  purchase  and  sale. 

4.  Because  of  the  necessarily  uniform  invest¬ 
ment  methods  of  life  insurance  companies, 
there  can  be  no  merely  spasmodic  sale  of 
properties.  Either  there  will  be  a  policy  to 
sell  properties,  or  not  to  sell  them.  At  pres¬ 
ent  it  is  my  understanding  that  the  general 
policy  is  to  refrain  from  putting  properties 
on  the  market  for  sale. 

The  author  is  aware  that  the  laws  of 
several  jurisdictions  place  a  definite  and 
often  very  short  limit  upon  the  length  of 
time  a  life  insurance  company  may  own 
real  estate.  Such  laws  were  enacted  in 
periods  prior  to  the  present  when  condi¬ 
tions  were  far  different  from  what  they 
are  now.  They  are  a  vestige  of  that  “so¬ 
cial  lag,”  inherent  in  so  much  of  our  law, 
which  takes  cognizance  today  of  condi¬ 
tions  that  existed  in  times  gone  by.  Rather 
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than  attempt  to  comply  with  laws  which 
might  seriously  impair  the  realizable  val¬ 
ues  of  property  owned  by  life  insurance 
companies,  it  may  be  wiser  to  initiate  at 
once  a  movement  for  enabling  legislation 
to  circumvent  the  possibility  of  drastic 
capital  losses. 

A  third  aspect  of  property  management 
— at  once  puzzling  and  distasteful  to  the 
life  insurance  executive  who  never  had  to 
contend  with  it  in  the  course  of  his  pre¬ 
vious  activities — is  that  it  is  a  “bargain¬ 
ing”  business.  This  matter  of  bargaining 
or  “trading”  is  inherent  in  both  the  selling 
and  renting  fields  of  the  real  estate  busi¬ 
ness.  No  two  pieces  of  property  are  alike, 
so  that  the  stabilizing  effect  of  a  broad 
market,  such  as  we  find  in  stocks  and 
bonds,  is  missing  when  we  set  out  to  deal 
in  real  estate.  It  is  practically  axiomatic 
that  no  seller  of  a  house  expects  to  get  his 
first  asking  price,  nor  does  the  wary  buyer 
really  hope  to  acquire  the  property  for 
which  he  is  negotiating  at  the  first  offer  he 
makes.  Tnis  attitude  has  manifested  it¬ 
self  in  the  rental  of  property  as  well  as  in 
its  sale.  There  is  at  present  a  concerted 
effort  being  made  by  real  estate  operators 
to  eliminate  this  bargaining  feature  of 
their  business,  and  to  elevate  its  activities 
to  the  same  plane  as  that  exemplified  by 
the  highest  type  of  merchants  in  other 
lines.  While  the  problem,  fostered  by  the 
economic  pressure,  has  become  a  national 
one,  its  solution  is  a  matter  of  almost 
purely  local  effort,  because  each  locality 
has  been  beset  by  its  own  particular  type 
of  bargaining.  These  include  the  demand 
for  concessions,  rentals  below  published 
schedules,  certain  articles  heretofore  rec¬ 
ognized  as  “furnishings”  to  be  provided  by 
the  lessor  in  apartments  rented  as  unfur¬ 
nished,  free  services  not  contemplated  in 
the  rental  rates  agreed  upon,  etc.  It  will 
require  time  and  the  most  adroit  diplo¬ 
macy  finally  to  overcome  this  deep-rooted 


and  long-established  tendency  on  the  part 
of  the  renting  public. 

The  three  foregoing  elements  in  prop¬ 
erty  management — a  service  business,  a 
long  time  business,  a  bargaining  business 
— necessitate  the  establishment  of  perma¬ 
nent  local  management  agencies  for  the 
administration  of  the  property  income  and 
expense.  By  permanent  local  manage¬ 
ment  agencies  is  meant  an  organization  of 
persons  situated  close  to  the  properties,  at¬ 
tending  to  the  securing  of  tenants,  collec¬ 
tion  of  rents,  limitation  of  bad  debt  losses, 
payment  of  expenses,  etc.  Such  an  organi¬ 
zation  may  be  a  real  estate  management 
company,  already  established  in  the  local¬ 
ity  and  known  to  prospective  renters, 
which  will  administer  the  property  for  a 
stipulated  fee,  or  it  may  be  a  field  office  of 
the  life  insurance  company’s  own  invest¬ 
ment  organization.  In  either  case,  there 
will  be  need  for : 

1.  A  set  of  control  records  at  the  home  oflSce. 

2.  A  system  of  detailed  records  at  the  local  or 
“field”  oflBce. 

3.  A  method  of  summarizing  these  field  records 
and  presenting  such  summary  for  the  review 
of  the  home  office. 

These  three  phases  of  record  keeping  will 
be  developed  in  the  succeeding  pages  of 
this  article. 

Control  Records  in  the  Home  Office 

The  home  office  records  should  be  ex¬ 
tremely  simple.  There  are  already  enough 
complications  in  the  ordinary  accounts  of 
life  insurance  companies  without  permit¬ 
ting  any  additional  contributions  by  the 
real  estate  department.  Several  systems 
now  in  successful  operation  embrace  only 
five  accounts : 

1.  Capital  investment 

2.  Reserve  for  depreciation 

3.  Accruing  property  taxes 

4.  Net  income 

5.  Current  account  with  management  offices 
Each  of  these  is  a  control  account  in  the 
general  ledger,  with  an  individual  subsid- 


Control  Records  and  Auditing  of  City  Property 


13 


iary  account  in  each  group  for  each  piece 
of  real  estate  owned  or  controlled. 

The  first  three  accounts  will  be  dis¬ 
cussed  at  a  later  point.  The  fourth  and 
fifth  are  our  immediate  concern.  Under 
the  proposed  plan  of  accounting  control, 
the  local  management  office  will  submit, 
after  the  close  of  each  month,  a  statement 
showing  income  collected,  expenses  paid, 
and  net  income  remaining  in  its  hands. 
This  net  income  will  be  transferred  from 
the  local  bank  account  to  the  home  office 
account.  The  following  entries  will  be 
made  on  the  home  office  books : 


(1) 

Current  Account  with  Man- 
a  g  e  m  e  n  t  Offices 
(Smith,  Jones  & 

Brown,  Inc.)  .  $3,850.00 

Net  income  (city  proper¬ 
ties)  .  $3,850.00 

1200  East  Belmont 

Ave.,  Chicago  . $850 

2826  Pine  Grove  Ave., 

Chicago  .  900 

1212  S.  Troy  St.,  Chi¬ 
cago  .  950 

211  S.  Kenneth  Ave., 

Chicago .  975 

2200  E.  Division  St., 

Chicago  .  175  3,850.00 


til  the  first  few  days  of  the  month  fol¬ 
lowing. 

I  should  like  to  emphasize  at  this  point 
what  seems  to  me  to  be  a  costly  and  unnec¬ 
essary  weakness  in  the  property  control 
records  of  some  life  insurance  companies, 
which  have  come  to  my  attention.  That 
weakness  is  the  multiplicity  of  records  and 
reports  which  are  kept  in  the  home  office. 
Since  most  of  these  records  must  be  kept 
at  the  local  management  office  no  matter 
where  else  they  are  kept,  the  home  office 
figures  become  a  duplication  that  entails 
an  outlay  of  funds  that  could  be  used  for 
more  constructive  purposes  in  connection 
with  property  administration.  Life  insur¬ 
ance  company  executives  are  accustomed 
to  having  complete  data  on  all  phases  of 
their  financial  activities  included  as  an  in¬ 
tegral  part  of  the  accounting  records.  It 
is  not  contended  here  that  there  be  any 
less  completeness  in  the  records  dealing 
with  the  real  estate  investment.  The  duty 
of  keeping  these  records,  however,  should 
be  upon  the  local  management  office.  That 
is  the  office  which  will  have  continuous, 
current  use  for  such  records. 

Some  life  insurance  companies,  it  is 
true,  have  gone  to  the  other  extreme,  in 
permitting  the  field  offices  the  widest  lati¬ 
tude  in  record  keeping  and  requiring  sub¬ 
mission  to  the  home  office  of  the  most  ab¬ 
breviated  reports.  This  situation  is  prob¬ 
ably  worse  than  the  other.  Between  the 
two,  there  is  a  happy  medium  wherein : 

1.  Detailed  operating  records  are  kept  at  the  lo¬ 
cal  offices, 

2.  Concise  but  comprehensive  summaries  are 
submitted  to  the  home  office, 

3.  Control  figures  are  abstracted  from  the  sum¬ 
maries  for  Incorporation  with  the  general 
financial  statements  and, 

4.  Money  that  might  have  been  expended  in 
maintaining  elaborate  duplicate  records  is 
used  instead  for  a  continuous  effective  audit 
of  the  local  office  records  to  insure  that  the 
summaries  prepared  from  them  are  accurate 


To  record  net  income  collected  in  May,  1934,  on 
above  properties. 

(2) 

Cash  in  Bank .  $3,850.00 

Current  Account  with 
Management  Offices 
(Smith,  Jones  &  Brown, 

Inc.)  .  $3,850.00 

To  record  remittance  by  Smith,  Jones  &  Brown, 
Inc.,  of  net  Income  collected  in  May,  1934,  per  their 
report  dated  June  20,  1934. 

The  “Current  Account  with  Manage¬ 
ment  Offices”  makes  it  possible  to  include 
in  the  income  account  for  statement  pur¬ 
poses,  cash  collected  by  the  local  offices  up 
to  the  date  of  such  statement,  which  in  the 
ordinary  course  would  not  be  remitted  to 
the  home  office  and  hence  would  not  be  in¬ 
cluded  in  the  home  office  cash  balances  un¬ 
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and  of  maximum  usefulness  for  managerial 
purposes. 

Control  Records  at  the  Local 
Management  Office 

Records  and  supplementary  data  in  the 
local  management  office  should  consist  of 
the  following: 

1.  A  file  for  each  tenant,  containing: 

Lease  application,  copy  of  lease,  and  “lease 
route”  form. 

Correspondence  received  from  tenant  and 
tenant’s  references. 

Copies  of  letters  sent  to  tenant  or  to  others, 
concerning  the  tenant. 

Copies  of  requisitions  for  all  repair  and 
decorating  work  done  in  the  tenant’s 
apartment.  (This  same  would  apply,  of 
course,  to  a  commercial  tenant  in  an  of¬ 
fice  building.) 

2.  Monthly  rent  roll,  showing: 

Name  of  tenant.  Office  or  apartment  num¬ 
ber.  Rental  charge. 

3.  Monthly  list  of  allowances  and  charge-offs  in 

tenant’s  accounts,  showing: 

Name  of  tenant.  Office  or  apartment  num¬ 
ber.  Amount  of  credit. 

Nature  of  and  reason  for  allowance. 

Approving  signature  of  a  responsible  offi¬ 
cial  in  the  local  management  organiza¬ 
tion. 

4.  A  monthly  list  of  rents  collected,  showing: 

Name  of  tenant.  Office  or  apartment  num¬ 
ber. 

Amount  collected.  Month  to  which  the  col¬ 
lection  applied. 

5.  An  individual  account  with  each  tenant,  to 

which  data  from  the  four  preceding 
sources  would  be  posted,  to  show: 

Name  of  tenant.  Apartment  or  office  num¬ 
ber.  Monthly  rental.  Period  and  prin¬ 
cipal  provisions  of  lease. 

Periodic  monthly  rental  charge.  Record  of 
cash  collections  and  allowances. 

6.  A  monthly  list  of  expenses  paid,  showing: 

Check  number.  Payee.  Nature  of  expense. 
Gross  amount.  Discount.  Net  payment. 

7.  A  file,  with  separate  folder  for  each  month,  to 

contain  the  paid  bills,  supporting  the  dis¬ 
bursements  listed  under  (6). 

The  local  management  office  will  submit 
its  records  to  the  field  auditor  who  will 
verify  and  summarize  these  records,  pre¬ 
pare  an  interpretative  analysis  of  them, 
and  submit  his  summaries  and  analyses  to 
the  home  office. 


Auditing  Procedure 

The  Three  Phases 

In  its  simplest  form,  auditing  is  merely 
a  process  of  verifying  a  given  set  of  fig¬ 
ures.  Taking  a  list  of  disbursements  as 
an  example:  If  the  auditor  finds  a  re¬ 
ceipted  bill  to  support  each  item,  verifies 
the  arithmetical  accuracy  of  each  bill, 
notes  that  the  bills  are  properly  described 
in  the  disbursements  statement,  and  that 
the  total  of  the  list  of  disbursements  is 
arithmetically  correct,  he  has  done  all  that 
is  required  of  him  as  an  auditor.  How¬ 
ever,  the  American  concept  of  an  auditor’s 
duties  embraces  other  obligations.  We 
demand  of  the  capable  auditor  that  he  pre¬ 
pare  intelligible  summaries  of  the  mass  of 
figures  he  has  verified — intelligible,  that 
is,  to  the  layman,  who  may  be  a  capable 
executive,  but  is  not  an  accountant.  And 
we  ask  further  of  the  auditor,  now  that 
he  has  prepared  these  summaries,  that  he 
interpret  them  for  us.  The  principal  pur¬ 
pose  of  such  interpretation  is  to  set  out 
both:  (a)  the  favorable  aspects  of  opera¬ 
tion  so  that  these  may  be  maintained  and 
possibly  improved  upon,  and  (b)  the  un¬ 
favorable  aspects  so  that  these  may  hence¬ 
forth  be  eliminated. 

Verifying 

The  auditor’s  verification  should  be  two¬ 
fold.  First,  there  is  that  direct  verifica¬ 
tion  which  is  so  thoroughly  dealt  with  in 
textbooks  on  auditing  that  we  need  do  no 
more  here  than  mention  certain  steps  pe¬ 
culiar  to  the  property  renting  and  man¬ 
agement  business. 

As  to  income,  the  monthly  rental  charge 
may  be  verified  by  examination  of  leases  in 
the  tenants’  files.  The  difference  between 
the  rentals  charged  and  the  cash  collected 
thereon  should  represent:  (1)  accounts 
receivable  from  active  tenants,  (2)  ac¬ 
counts  of  delinquent  tenants,  probably  in 
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attorneys’  hands  for  collection,  (3)  allow¬ 
ances  and  charge-offs  of  items  not  to  be 
i  collected.  Balances  of  the  first  type  may 

Ibe  verified  by  tracing  the  cash  received 
subsequently  in  settlement  of  these  bal¬ 
ances.  Delinquent  accounts  should  be  sup- 
F  ported  by  correspondence  with  the  debt¬ 
ors,  attorneys,  etc.  Allowances  should  also 
be  supported  by  correspondence  and 
.should  bear  the  approval  of  a  responsible 
official  who  is  conversant  with  the  facts  in 
the  case.  It  is  quite  as  important,  how- 
[  ever,  to  know  that  all  income  which  should 
I  have  been  recorded  actually  was  recorded ; 

and  the  preceding  steps  would  not  neces- 
i  sarily  disclose  any  irregularity  in  this  di- 
^  rection.  Apartments,  for  example,  may 
^  be  shown  as  vacant  when  they  are  occu- 
f  pied  by  tenants  whose  rental  payments 

(never  reach  the  property  owners.  The 
surest  means  to  guard  against  such  a  sit¬ 
uation  is  a  periodic  inspection  of  premises 
I  reported  as  vacant.  These  inspections 
!  should  not  be  at  stated  intervals  but  should 
I  be  sufficiently  irregular  so  that  a  person 
I  who  contemplated  withholding  rental  col¬ 
lections  would  hesitate  because  he  could 
not  foretell  when  he  would  be  surprised  by 
p  a  visit  from  the  field  auditor.  Occasion¬ 
ally,  tenants’  accounts  should  be  confirmed 
by  direct  written  confirmation.  The  re¬ 
quest  for  confirmation  should  be  made  by 
I  the  local  office  without  disclosing,  if  this  is 
;  possible,  the  name  of  the  insurance  com- 
(  pany  owner  of  the  property.  There  is  no 

I  denying  the  fact  that  the  lay  public  has 
little  sympathy  for  an  insurance  company 
of  any  kind  and  the  disclosure  of  such 
ownership  might  tend  to  slow  up  rent  col¬ 
lections  if  the  tenant  feels  that  the  lessor 
is  a  “fabulously  rich”  corporation.  Other 
tests  in  connection  with  income  will  be  dis- 
i  cussed  under  the  summarizing  and  inter- 

i  preting  phases  of  the  audit. 

Verification  of  expenses  involves  more 
than  a  mere  proof  of  arithmetical  correct¬ 


ness.  The  auditor  should  have  at  least  a 
rudimentary  knowledge  of  the  real  estate 
management  activity  to  insure  his  detect¬ 
ing  discrepancies  that,  to  the  uninitiated, 
may  not  be  evident  from  a  perusal  of  the 
face  of  the  invoice  or  bill  which  is  being 
examined.  One  type  of  disbursement 
which  sometimes  requires  special  treat¬ 
ment  is  that  for  wages,  especially  where 
there  is  a  large  staff  employed,  such  as 
building  manager  and  assistants,  elevator 
starter  and  operators,  engineer  and  help¬ 
ers,  janitor  and  houseman,  housekeeper 
and  maids,  etc.  In  a  large  building  of  this 
type,  the  staff  must  be  departmentized, 
and  the  payroll  control — in  part  at  least — 
almost  necessarily  devolves  upon  the  de¬ 
partment  heads.  It  has  happened  that  a 
housekeeper  or  chief  janitor,  with,  say, 
twenty  employees  under  his  or  her  control, 
has  dismissed  one  person  without  replac¬ 
ing  him  but  continued  to  record  the  name 
of  the  former  employee  on  the  payroll, 
and,  to  draw  the  periodic  wages  shown  as 
due.  If  the  auditor,  himself,  without  pre¬ 
vious  announcement,  will  occasionally  dis¬ 
tribute  the  paychecks  directly  to  the  re¬ 
spective  employees,  there  is  less  likelihood 
for  such  a  situation  to  develop.  The  most 
effective  control  over  disbursements  is  that 
which  arises  from  their  summarization 
and  analysis  according  to  some  predeter¬ 
mined  classification.  This  type  of  control 
will  be  discussed  after  we  have  considered 
the  same  treatment  of  the  income  account. 

Summarizing 

After  the  field  auditor  has  verified  the 
records  of  the  local  management  office,  he 
should  prepare  the  following  summaries: 

1.  Tenants’  Accounts: 

Aggregate  balances  at  be¬ 


ginning  of  month .  $  250.25 

Add — Rental  charges .  1,650.00 


$1,900.25 
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Deduct — 

Cash  collected  . $1,610.00 

Allowances .  40.00 

Accounts  transferred  to 
suspense  (tenants 
moved;  delinquencies, 
etc.)  .  150.00  1,800.00 


Ag^egate  balances  at 
end  of  month . 


$  100.25 


2.  Reconciliation  of  Rental 
Charges : 

Rental  charges  of  pre¬ 
ceding  month . 

Add  (in  detail) — 

New  tenants . $  185.00 

Rental  increases .  50.00 

,.,undry  adjustments..  30.00 


$1,525.00 


26:1.00 


$1,790.00 

Deduct  (in  detail) — 

Tenants  moved . $  125.00 

Rental  reductions _  5.00 

Sundry  adjustments..  10.00  140.00 


Rental  charges  for  cur¬ 
rent  month,  as  above.  $1,650.00 

3.  Summary  of  Cash; 

Receipts — 

Collected  from  tenants 
(to  agree  with  fig¬ 
ure  shown  in  “Ten¬ 
ants’  Accounts”) ..  .$1,610.00 
Sundry  items  (de¬ 
tailed)  .  28.00  $1,628.00 

Disbursements — 

Operating  expenses 

(analyzed  in  4) _ $1,052.00 

Other  items  (detailed)  178.00  1,230.00 


Excess  of  receipts  over 

*  disbursements.  $  398.00 

4.  Analysis  of  Operating  Expenses: 

Under  this  heading,  the  auditor  will  group 
the  individual  items  taken  from  the  field 
offices  “monthly  list  of  expenses  paid.” 

The  analysis  will  show: 

Expense  classification 
Period  covered  by  the  payment 
Units  of  service,  such  as — 

Water — cubic  feet 
Electricity— KWH 
Coal — ^tons 
Etc. 

Amount  paid  for  each  expense  group 


5.  Summary  of  Occupancy: 

Occupancy  statistics  may  be  useful,  useless  or 
even  misleading,  depending  on  the  manner 
in  which  they  are  prepared  and  the  use  to 
which  they  are  put.  The  various  aspects  of 
occupancy  determination  will  be  considered 
in  connection  with  income  analysis  to  be 
discussed  at  a  further  point  in  this  article. 

It  may  be  noted  from  the  foregoing  five 
summaries  that  income  is  recorded  on  the 
accrual  basis  while  expenses  are  kept  on 
the  cash  basis.  It  is  the  cash  basis  with 
which  we  are  concerned  when  recording 
the  net  results  each  month  on  the  books  of 
the  home  office.  The  only  reason  tenants’ 
accounts  are  to  be  kept  on  the  accrual  ba¬ 
sis  is  to  effect  a  control  over  them  that 
could  not  be  maintained  if  only  the  rental 
collections  were  recorded.  With  operating 
expenses,  on  the  other  hand,  there  is  usu¬ 
ally  a  lag  of  not  more  than  one  month  be¬ 
tween  the  time  they  are  incurred  and  the 
time  of  payment.  At  the  end  of  the  fiscal 
year,  expenses,  too,  may  be  placed  on  the 
accrual  basis  for  managerial  purposes ;  but 
even  then,  little  is  gained  by  reflecting 
either  the  uncollected  rental  income  or  the 
unpaid  operating  expenses  in  the  home  of¬ 
fice  accounts,  or  on  the  company  balance 
sheet. 

To  insure  that  the  expense  summaries 
accurately  portray  the  expense  situation  it 
is  essential  that  local  offices  be  required  to 
pay  bills  as  soon  after  they  are  incurred 
as  the  money  is  available.  A  fairly  com¬ 
mon  practice  has  been  to  hold  up  bills  dur¬ 
ing  months  of  low  cash  collections  and  pay 
these  in  months  when  the  cash  collected 
was  more  plentiful  thereby  presenting  a 
picture  of  a  smooth,  regular  flow  of  income 
which  actually  did  not  exist.  Property 
owners  should  not  countenance  such  a 
practice.  It  cannot  be  readily  carried  on 
without  detection  where  the  individual 
disbursements  are  audited  and  the  audi¬ 
tor’s  summary  shows  the  period  covered 
by  each  expense  payment. 
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If  the  above  summaries  have  been  intel¬ 
ligently  prepared,  with  the  requirements 
of  the  reviewing  executives  in  mind,  the 
auditor  need  add  little  interpretative  data 
— for  the  statements  will  practically  inter¬ 
pret  themselves.  They  can  be  given  in¬ 
creasing  effectiveness  by  being  made  cum¬ 
ulative  for  the  full  year,  showing,  each 
month : 

Current  Year  Laat  Year 

This  Year  to  This  Year  to 

Particulars  Month  Date  Month  Date 

Various  types  of  interpretation  will  be 
discussed  in  connection  with  special  prob¬ 
lems  of  income  and  expense  which  will  be 
taken  up  next. 

Special  Consideration  in  thB 
Analysis  op  Income 

Occupancy  statistics 

Occupancy  relates  principally  to  income. 
Ordinarily,  the  greater  the  occupancy,  the 
greater  the  income.  But  some  of  the  ex¬ 
penses,  too,  fluctuate  or  should  fluctuate 
with  occupancy.  Hence  accurate  statistics 
of  this  element  are  doubly  important. 
There  are  a  number  of  indices  of  occu¬ 
pancy.  Each  has  its  advantages  and  dis¬ 
advantages.  No  one  of  them  is  a  perfect 
measure  of  efficiency  nor  gauge  of  the 
trend  of  income  or  operations.  The  cleri¬ 
cal  work  involved  in  setting  up  several  of 
these  indices  is  not  so  great  but  what  it 
is  advisable  to  do  so.  A  separate  percent¬ 
age  can  then  be  shown  by : 

Number  of  apartments 
Number  of  rooms 
Square  feet  of  floor  space 
Potential  rental  income 

One  or  more  of  these  figures  may  show 
an  upward  trend.  One  or  more  may  show 
a  downward  trend.  Together,  they  furnish 
the  reviewing  executive  with  a  picture  of 
what  is  transpiring  in  the  rental  depart¬ 
ment  of  the  property  or  properties  in¬ 
volved. 

Occupancy  statistics  are  also  subject  to 


variation  by  reason  of  special  circum¬ 
stances.  Suppose  an  apartment  building 
has  sixty  rentable  units,  of  which  fifty 
have  been  rented,  the  occupancy  percent¬ 
age  (computed  on  the  basis  of  number  of 
apartments)  is  83^1  %•  Suppose  now  that 
three  apartments  are  occupied  by  em¬ 
ployees  :  Resident  manager,  janitor,  house¬ 
keeper.  Then  we  might  say  that  the  oc¬ 
cupancy  is  S7%,  computed  as  follows: 


Total  number  of  apartments .  60 

Occupied  by  employees .  3 

Available  for  renting .  57  —  100% 

Rented  .  50 —  87 

Vacant  .  7  —  13% 


Such  an  analysis  makes  a  more  favor¬ 
able  showing,  but  it  is  not  necessarily  cor¬ 
rect.  It  may  be  that  employees  have  been 
given  apartments  only  because  paying  ten¬ 
ants  could  not  be  secured  and  that  the 
employees  compensation,  with  housing,  is 
less  than  it  would  be  if  they  were  required 
to  seek  their  own  living  quarters.  This 
situation  then  gives  rise  to  an  understate¬ 
ment  of  potential  income  and  to  an  under¬ 
statement  of  the  true  operating  expenses 
(employees  wages). 

It  should  be  borne  in  mind  that  high 
occupancy  is  not  necessarily  an  indication 
of  good  management.  The  ultimate  cri¬ 
terion  of  good  management  is  total  rentals 
collected  and  total  net  income  available 
after  payment  of  operating  expenses. 
Many  of  the  devices  for  measuring  such 
efficiency — or  the  lack  of  it — are  outside 
the  scope  of  accounting  or  auditing,  and 
it  is  just  as  wrong  to  overestimate  as  it  is 
to  underestimate  the  importance  of  ac¬ 
counting  control. 

Leases 

If  all  leases  were  readily  available  for 
the  auditor’s  inspection,  and  if  every  ten¬ 
ant  abided  by  his  lease  and  paid  his  rent 
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when  due,  there  would  be  no  need  for  us  to 
give  special  consideration  to  the  audit  of 
the  income  accounts.  A  set  procedure 
could  be  established,  such  as  could  be  fol¬ 
lowed  mechanically  by  any  recently  grad¬ 
uated  student  of  an  auditing  course.  But 
such  is  not  the  case.  A  multitidue  of  spe¬ 
cial  situations  arise,  which — because  of 
their  frequency — cannot  be  considered 
“unusual,”  and  to  the  consideration  of 
which  we  should  devote  some  thought. 

The  first  “paper  work”  in  connection 
with  renting  an  apartment  or  an  office  is 
the  lease  application  form.  A  sample 
which  appears  to  embody  all  of  the  essen¬ 
tial  data  is  illustrated  on  page  19. 

This  form  has  considerable  value:  To 
the  auditor  for  comparison  with  the  lease 
which  is  finally  written ;  to  the  attorneys, 
in  the  event  of  need  to  pursue  a  delinquent 


folder.  A  copy  of  the  lease  should  also  be 
in  this  folder. 

In  connection  with  life  insurance  com¬ 
panies’  properties,  there  are  often  so  many 
parties  at  interest  that  the  office  copy  of 
the  lease  does  not  find  its  way  immediately 
to  the  tenants  files.  There  may  be  a  re¬ 
ceiver  in  a  foreclosure  proceeding,  an 
owner  of  record  who  has  assigned  his  ren¬ 
tal  income  to  the  life  insurance  company, 
a  master  in  chancery,  and  other  persons, 
through  some  of  whose  hands  the  lease 
must  pass  before  it  may  be  given  final  dis¬ 
position.  Thus  it  may  occur  that  when 
the  auditor  or  some  other  interested  per¬ 
son  desires  to  examine  the  lease  there  is 
no  trace  of  it  in  the  files.  Progressive  real 
estate  management  companies  make  use 
of  a  “lease  route”  form,  a  type  of  which 
is  illustrated  below: 


Lease  Route  Record 

Building  . Broker  . . 

Apartment . Lessee . 

Period  from . to . at  $ 

Concession  . 

New  Lease . Renewal . 

Date 


per  month 


Initial 


1.  Typed  by  . 

2.  References  requested . 

3.  Building  Manager’s  O.  K . 

4.  One  month’s  rent  paid — Deposit . 

Balance  . 

5.  Office  Manager’s  0.  K . 

6.  Broker  to  secure  signature  of  Lessee . 

7.  Resident  Manager  advised  and  listing  removed . 

8.  Lease  signed  by  Lessee  returned  to  office  manager  together 

with  commission  bill  and  new  file  folder . 

9.  Lessor’s  signature  when  by  office  . 

10.  Distribution  of  Leases: 

(a)  Original  &  commission  bill  to  acctg.  dept. 

(b)  Duplicate  to  broker  for  Lessee. 

(c)  Triplicate  in  tenant’s  file. 


tenant ;  to  the  renting  division,  when  con-  As  soon  as  an  application  is  secured 
sidering  lease  renewals.  It  should  be  re-  from  a  prospective  tenant,  this  form  is  put 
tained  permanently  in  the  tenant’s  file  into  use.  Except  for  the  time  someone  is 
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Name  . 

Write  t'learly  Full  Name. 

Premises .  Apt . 

To  Re  Occupied  for . 

From  . li) .  to . 19 .  at  $ . per  month 

Pres.  Add .  Phone . 

Employed  by  . Occupation  . ..How  l-ong . 

Bus.  .\dd .  Bus.  Phone . 

,  Bank  Acc't . 

Cheek  ins 

Own  Real  Estate  at . 

Business  References . 


Charge  Accounts  . . 
Present  Landlord. . . 
Premises  Rented  . . 

Past  Landlord . 

Premises  Rented  .  . 
Number  in  Family 
Remarks:  . 


. Add . 

. How  I..ong. . 

. Add . 

. How  Long  . 

Adults . Children . Ages 


Rent 


. Rent . 

Nationality 


Is  Your  Furniture  Insured? . When  Does  Policy  Expire? . 

Application  Taken  by . References  Written  by  . Date... . 

Application  Accepted  . ....Tenant  Notified  by . Date . 

To . .  .\gent.s  for  the  owner  of  the  aliove  deserlhed  premises: 

I  hereby  request  the  owner  of  the  above  described  premises  to  Iea.se  the  same  to  me  lor  the  term  above  desorihed.  and  offer  to  pay  for  the 
same  the  sum  above  named  for  rent  per  month  therefor  during  the  period  aforementioned,  making  the  above  as  a  true  statement  of  facts  for  a 
basis  for  this  proposition. 

This  proposition  and  application  shall  remain  open  for  a  period  of  ten  days  from  this  date,  and  shall  become  binding  upon  said  owrner  only 
when  accepted  by  him  or  by  his  agent  thereunto  duly  authorized  by  endorsement  hereon. 

f  deposit  . Dollars  as  earnest  money  with . as  agents  of  said  owner.  Said  deposit  shall 

he  refunded  to  me  if  the  said  proposition  and  references  are  not  satisfactory  to  the  owner.  If  accepted,  said  deposit  shall  be  applied  upon  account 
of  the  first  month's  rent,  and  I  agree  to  execute  a  written  Chicago  Beal  Kstate  Board  lease  for  said  premises  upon  the  terms  above  recited  if 
ami  when  requested  so  to  do.  and  at  the  same  time  to  pay  the  balance  of  the  first  month's  rent.  If  said  offer  or  application  has  been  accept^ 
and  I  shall  fall  or  refuse  to  execute  said  lease  as  requested,  or  to  pay  such  balance,  the  said  deposit  may  he  retained  by  said  agents  in  payment 
for  their  services  in  taking  this  application  and  investigating  my  references. 

NO  VERBAL  AGREEMENT  MADE 


.\rPUCAXT 


(SEAL) 


Dated  tiie . day  of . 19 


THIS  RECEIPT  MUST  BE  RETURNED  WHEN  YOU  CALL  TO  SIGN  LEASE 

Chicago . 19 . 

RFX’BIVED  OF . DOLLARS 

deposit  to  secure  the  application  for  a  lease  at . Floor . 

from . 19 .  to .  19 .  at  a  monthly  rental  of . Ilollars 

payable  in  advance  on  the  first  day  of  each  month  as  per  application  this  day  made  to  us  as  agents  of  the  owner  of  said  premises. 

This  deposit  is  to  he  refunded  under  the  conditions  provided  in  said  proposition  and  no  others.  If  the  proposition  is  accepted  and 
the  applicant  does  not  execute  a  written  lease  if,  as  and  when  requested  by  the  owner  or  his  agents  thereunto  duly  autiiorized.  and  the 
applicant  does  not  pay  the  balance  of  the  first  moneh's  rent,  the  said  deposit  shall  be  retained  by  .said  agents  in  the  planner  and  for 
the  purposes  provided  in  said  application. 

'Tills  receipt  Is  not  negotiable. 

'This  receipt  is  void  after . days.  Ry .  . . . 

!  Do  not  fall  to  see  us  about  insuring  your  t  :rni‘uce.  .Application  taken  by . 
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actually  making  notations  on  this  form  its 
place  is  in  the  tenant’s  file  folder.  It  should 
be  considered  a  serious  breach  of  office 
routine  for  any  person  to  keep  the  form 
on  his  desk  or  anywhere  other  than  the 
tenant’s  files.  Reference  to  the  form  will 
enable  any  one  to  ascertain  the  where¬ 
abouts  of  a  lease  which  is  not  in  the  files. 

Delinquent  “Suspense”  accounts 

The  monthly  rental  charge  as  an  income 
factor  must  be  modified  frequently  to  re¬ 
flect  special  circumstances.  One  of  these 
is  the  case  of  a  tenant  whose  account  car¬ 
ries  a  “frozen  balance.’’  This  is  a  term 
given  to  an  account  where  a  tenant  who 
has  fallen  behind,  due  to  unemployment, 
owing,  say,  three  months  rent,  again  finds 
employment,  and  wishes  to  begin  paying 
his  current  rent  regularly,  while  permit¬ 
ting  the  old  balance  to  stand,  pending  an 
improvement  in  his  finances.  A  suggested 
procedure  is  to  remove  such  balance  from 
the  active  tenants  accounts,  placing  it  in 
a  “suspense’’  control  which  is  reviewed  at 
frequent  intervals  to  determine  what  por¬ 
tion  of  the  balance  may  reasonably  be  ex¬ 
pected  to  be  paid. 

Another  problem  arises  in  the  case  of 
the  tenant  who  moves  (either  voluntarily 
or  by  eviction)  before  the  expiration  of  his 
lease,  owing  some  of  the  rent  billed  to  him 
up  to  the  time  of  his  removal.  If  the  prop¬ 
erty  managers  sue  such  tenant,  suit  is 
brought  not  on  the  tenants  ledger  account 
but  upon  the  lease.  Settlement  of  such 
suit  depends  upon  the  period  the  apart¬ 
ment  remains  vacant  after  the  tenant  is 
out.  The  law  of  contracts  requires  that  the 
property  owner  deduct  from  the  amount 
claimed  under  the  lease  any  rents  collected 
from  new  tenants  moving  in  before  the 
expiration  of  such  old  lease.  Against  such 
collections,  the  statutes  of  some  states  per¬ 
mit  the  offset  of  leasing  commissions  paid 
and  new  decorating  expense  incurred. 


This  situation  usually  results  in  some 
compromise  settlement — if,  indeed,  any¬ 
thing  can  be  collected  from  the  defaulting 
tenant.  Some  real  estate  agencies,  under 
the  erroneous  impression  that  the  tenants 
ledger  account  has  some  particular  bear¬ 
ing  upon  the  suit  on  the  lease,  continue  to 
charge  the  accruing  monthly  rental  into 
the  account.  The  effect  of  such  a  practice 
is  to  overstate  the  true  monthly  rental  in¬ 
come  and  to  bring  about  an  unfavorable 
comparison  between  the  aggregate  rental 
charge  and  the  cash  collections  thereon. 
This,  of  course,  is  misleading  to  the  re¬ 
viewing  executive  and  unfair  to  the  man¬ 
aging  agency.  Delinquent  balances  of  this 
type  should  be  removed  from  active  ten¬ 
ants  accounts  and  placed  in  the  suspense 
ledger  as  soon  as  the  tenant  has  removed 
from  the  premises. 

Delinquent  active  accounts — the  aging 

summary 

There  is  a  third  class  of  delinquent  ac¬ 
counts  not  quite  so  bad  as  the  two  types 
above  described.  These  are  the  accounts 
of  tenants  who  are  chronically  delinquent, 
but  who  usually  pay  their  obligations  in 
full  eventually.  When  the  auditor  submits 
his  summary  of  tenants  accounts  illustra¬ 
ted  on  page  16,  he  should  append  an  an¬ 
alysis  setting  out  the  “age’’  of  the  end-of- 
the-month  balances  contained  therein. 
This  analysis  may  take  one  of  two  forms : 

Form  No.  1,  which  is  most  frequently 
used,  but  which  has  less  merit  than  an¬ 
other  form  next  to  be  presented,  shows : 

Status  of  Tenants’  Balances  at  May  SI,  19S4 
Amount  Month  Billed 

Name  of  Tenant  Owing  May  April  March  Prior 

The  weakness  in  the  above  form  is  that 
the  total  of  the  current  May  column,  al¬ 
though  it  summarizes  the  current  months 
billing  not  yet  collected,  does  not  necessar¬ 
ily  represent  the  amount  which  may  rea¬ 
sonably  be  expected  to  be  collected,  be¬ 
cause  it  may  include  the  May  billing  to  a 
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tenant  who  owes  for  six  months  rental, 
none  of  which  appears  likely  of  collection. 

Similarly,  the  “Prior”  column  is  not  a 
complete  summary  of  the  doubtful  ac¬ 
counts  because  the  same  person  who  owes 
a  charge  billed  three  months  ago  may  also 
owe  for  rental  billed  in  the  more  recent 
months. 

A  more  effective  analysis  would  show: 

Xumbcr  of  Months 
Amount  Rental  Charges 

Name  of  Tenant  Owing  Uncollected 

In  this  tabulation,  the  items  should  be 
arranged  according  to  the  number  of 
months  included  in  each  balance.  This 
makes  for  easier  managerial  review,  and 
as  a  rule  outweighs  the  advantages  of  an 
alphabetical  listing. 

It  may  be  observed  that  while  the  fore¬ 
going  statements  of  delinquencies  are  de¬ 
tailed  according  to  individual  tenant  the 
controlling  analysis  of  tenants  accounts  is 
in  summary  form  only.  Why  a  life  insur¬ 
ance  company  should  put  the  field  office 
to  the  extensive  labor  of  preparing  long 
detailed  lists  of  tenants  accounts  where 
most  of  these  are  paying  their  rent  cur¬ 
rently  and  exhibit  no  special  problems  is 
a  question  that  has  yet  to  be  answered. 
Not  only  is  much  time  wasted  in  the  local 
office  in  preparing  these  lists,  but  time  is 
lost  in  the  home  office  in  reviewing  them, 
however  perfunctory  such  a  review  may 
be,  because  some  conscientious  executive, 
having  the  list  brought  before  him,  feels 
duty  bound  to  give  it  his  attention. 

One  particularly  difficult  situation  that 
requires  the  utmost  vigilance  is  the  sub¬ 
terfuges  whereby  concessions  are  avoided 
in  form,  although  permitted  in  fact.  A 
tenant,  wishes  to  begin  his  occupancy  Sep¬ 
tember  1st.  It  is  the  policy  of  the  manage¬ 
ment  company,  or  the  local  real  estate 
board  not  to  allow  concessions.  But  the 
tenant’s  wishes  are  satisfied  by  dating  his 
lease  as  of  October  1st,  or  even  later — and 
the  rental  charges  commence  only  as  of  the 


effective  date  of  the  lease.  Should  the  Sep¬ 
tember  reports  show  this  apartment  va¬ 
cant?  or  as  occupied  rent  free?  or  as 
carrying  a  concession  ?  In  many  cases,  this 
situation  is  not  really  as  much  an  unmiti¬ 
gated  evil  as  may  be  inferred.  Local  con¬ 
ditions  often  necessitate — even  if  they  do 
not  justify — “special  deals”  and  if  the 
management  agency  has  been  selected  in 
the  first  instance  with  care,  it  should  be 
allowed  a  wide  discretion.  It  has  already 
been  mentioned  that  property  manage¬ 
ment  constitutes  an  inherently  “bargain¬ 
ing”  business. 

Reconciliation  of  Rental  Charges 

The  form  illustrated  on  page  16  pro¬ 
vides  the  final  step  in  a  complete  verifica¬ 
tion  of  tenants  accounts.  The  other  steps 
consist  of : 

Verifying  baiances  owing  at  the  beginning  or 
end  of  the  month  by  direct  written  confirma¬ 
tion  from  the  debtor  tenants. 

Tracing  cash  collections  into  the  local  office  bank 
account. 

Ascertaining  that  all  allowances  and  charge-offs 
are  approved  by  a  responsible  local  official  and 
are  supported  by  correspondence  or  other  data. 

This  leaves  but  one  variable  factor,  the 
monthly  rental  charge.  The  aggregate  ren¬ 
tal  charge  for  any  one  month  will  usually  be 
different  from  the  amount  charged  in  the 
month  preceding.  The  various  elements 
which  may  account  for  this  difference 
(new  tenants,  tenants  moved,  rental  in¬ 
creases  or  reductions,  etc.)  are  set  out 
in  the  recommended  form  of  reconcilia¬ 
tion.  This  analysis  was  developed  in  con¬ 
nection  with  the  audit  of  large  apartment 
buildings.  It  can  be  applied  as  well  to  a 
group  of  buildings  or  even  to  the  total 
number  of  rental  units  under  the  jurisdic¬ 
tion,  say,  of  each  local  management  office. 
♦  *  ♦ 

Just  what  should  be  done  in  any  of  these 
special  situations  which  have  been  discus¬ 
sed  depends  upon  the  surrounding  circum¬ 
stances  in  the  individual  case.  If  the 
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money  saved  in  minimizing  home  office 
records  and  elimination  of  overlapping 
and  duplicating  records  is  spent  instead  on 
adequate  field  auditing,  the  auditing  or¬ 
ganization  can  be  relied  upon  to  present 
the  facts  involved  in  the  manner  most 
effective  for  executive  review,  and  ap¬ 
praisal  of  operating  efficiency,  matters  of 
policy,  etc. 

Special  Considerations  in  the 
Analysis  of  Expense 

Detecting  waste  and  overpayment  through 
the  “unit  of  service"  analysis 

Following  unusual  expense  items 
through  to  their  ultimate  cause  requires 
not  only  a  knowledge  of  auditing  but  more 
particularly  a  knowledge  of  property  man¬ 
agement.  The  “unit  of  service”  was  men¬ 
tioned  on  page  16  as  an  essential  part  of 
the  expense  summary.  From  this  data  the 
auditor  can  draw  conclusions  that  may  be 
of  direct  profitable  use  in  the  management 
of  properties.  Three  examples  will  illus¬ 
trate  this  type  of  analysis: 

A  certain  building  in  Chicago  was  using 
considerable  more  water  per  occupied 
apartment  than  similar  buildings  in  the 
same  locality.  Measured  in  terms  of  money 
the  excess  was  over  $40  per  month.  At  the 
suggestion  of  the  auditor  who  observed 
this  difference,  a  plumber  was  dispatched 
to  the  premises.  He  found  that  the  refrig¬ 
eration  system  required  a  flow  of  cold 
water  which  was  supposed  to  be  regulated 
by  a  thermostat  and  traps.  The  regulatory 
apparatus  had  broken  down  and  the  water 
was  coursing  through  the  pipes  day  and 
night.  Of  course,  there  was  no  complaint 
from  tenants  who  were  still  getting  satis¬ 
factory  refrigeration  service.  But  con¬ 
sider  the  cost  of  that  service  to  the  build¬ 
ing  owner ! 

Another  example  had  to  do  with  the 
monthly  electricity  expense.  There  were 
two  adjacent  buildings  each  of  which  had 


originally  belonged  to  different  parties.  A 
single  interest  subsequently  acquired  con¬ 
trol  of  both  properties  and,  by  cutting 
through  walls  and  extending  certain  pas¬ 
sageways,  made  one  building  where  before 
there  had  been  two.  In  the  consolidating 
process  the  electric  meters,  each  of  the 
old  buildings  having  its  own,  were  over¬ 
looked.  Separate  bills  continued  to  be  re¬ 
ceived  and  were  paid.  Each  bill  started 
with  a  base  charge  for  maximum  demand, 
to  which  was  added  the  charge  for  current 
consumed,  based  on  each  bill,  on  a  declin¬ 
ing  rate  per  thousand  kilowatt  hours  as 
the  quantity  used  increased. 

A  typical  bill  would  show : 


63  KWH  maximum  demand  @  $2 . $166.00 

5900  KWH  consumed  @  2.7c .  159.30 

23320  KWH  consumed  @  1.1c .  256.52 

Total . $581.82 


Bear  in  mind  that  the  first  5,900  KWH 
consumption  on  each  bill  was  charged  for 
at  the  2  7/lOc  rate. 

When  this  situation  came  to  the  atten¬ 
tion  of  the  management  office,  through  its 
analysis  of  the  financial  statement  on  the 
“unit  of  service”  basis,  steps  were  taken 
at  once  to  eliminate  the  higher  charge  by 
arranging  for  one  billing  of  the  entire 
monthly  electrical  consumption.  There 
was  of  course  an  immediate  saving  of 
1  6/lOc  on  5,900  KWH  consumption,  or 
$94.40  per  month. 

The  third  example  relates  to  the  item 
of  janitors  wages.  In  Chicago,  there  is  an 
agreement  between  the  Janitors  Union 
and  the  Real  Estate  Board  covering  rates 
of  pay  for  walk-up  buildings  of  various 
size.  Thus,  a  twenty-four  apartment  build¬ 
ing  with  average  rental  per  occupied 
apartment  of  $36.00  calls  for  a  monthly 
payment  to  the  janitor  or  caretaker  of 
$3.56i/i  per  occupied  apartment  and  $3.00 
for  each  vacant  unit.  For  the  same  type 
of  building  where  the  average  rental  is 


1 


Control  Records  and  Auditing  of  City  Property 


23 


less  than  $36.00  per  occupied  apartment, 
the  janitor’s  monthly  compensation  is 
based  on  $3.42  per  occupied  apartment  and 
$2.75  for  each  unoccupied  apartment. 

Suppose  that  in  a  certain  24  apartment 
building  the  rentals  are  as  follows : 

8  apartments  at  $40.00 . $320.00 

7  apartments  at  35.00 .  245.00 

7  apartments  at  32.00 .  227.50 

2  vacant  apartments . 

The  total  rental  income  from  the  22  occu¬ 
pied  apartments  is . $792.50 

Or  an  average  per  apartment  of . $  36.02 

Accordingly  the  janitor’s  wages  should  be: 

22  times  $3.56’4  (for  occupied  apartments) 

or  . $  78.38 

and  2  times  $3.00  (for  the  unoccupied  apart¬ 
ments)  or .  6.00 

making  a  total  of . $  84.38 

Suppose  that  in  the  following  month,  4 
tenants  in  the  $40  apartments  move  out 
and  3  of  the  vacant  apartments  are  rented, 
each  for  $37.50  per  month.  Also,  4  of  the 
tenants  were  granted  concessions  of  $2.50 
per  month  in  lieu  of  decorating  the  apart¬ 
ments.  Then  the  new  arrangement  pro¬ 
vides  the  following  rental  income: 


4  apartments  at  $40.00 . $160.00 

3  apartments  at  37.50 .  112.00 

3  apartments  at  35.00 .  105.00 

11  apartments  at  32.00 .  357.00 

3  vacant  apartments . 


The  total  rental  income  from  the  21  occu¬ 
pied  apartments  is . $734.00 

or  an  average  per  apartment  of . $  34.95 

accordingly  the  janitors  wages  should  be: 

21  times  $3.42  (for  the  occupied  apart¬ 
ments)  or  . $  71.82 

and  3  times  $2.75  (for  the  unoccupied  apart¬ 
ments)  or  .  8.25 


Making  a  total  of . $  80.07 


In  a  recent  survey,  it  was  found  that  a 
similar  change  in  the  basic  rate  of  pay  oc¬ 
curred  in  several  buildings  under  the  con¬ 


trol  of  one  interest  but  went  undetected 
for  the  several  months,  during  which  time 
several  janitors  were  being  paid  above  an 
already  liberal  union  scale. 

Under  the  plan  proposed  in  this  paper, 
these  particular  expense  items  might  not 
even  be  set  out  on  the  condensed  state¬ 
ments  sent  to  the  home  office  and  hence 
might  not  come  to  the  notice  of  the  home 
office  executive  who  reviewed  such  state¬ 
ments.  As  a  matter  of  fact,  there  is  hardly 
any  need  for  the  home  office  to  be  bur¬ 
dened  with  these  relatively  petty  problems 
since  an  efficient  local  management  agency 
should  itself  detect  the  irregularities  in 
operating  routine  without  being  advised 
by  the  home  office  of  what  to  do  and  how 
to  do  it.  With  a  field  auditor,  whose 
special  duty  it  would  be  to  keep  a  watch¬ 
ful  eye  on  the  operating  figures,  co-oper¬ 
ating  with  a  competent  local  management 
office,  these  financial  leaks  should  not  re¬ 
main  long  undetected. 

Expenses  related  to  income 

Certain  expenses  are  so  closely  related 
to  income  that  they  are  in  a  sense  to  be 
considered  as  deductions  from  such  in¬ 
come  rather  than  independently  as  over¬ 
head  expenses.  These  include  leasing 
commissions,  decorating,  concession  allow¬ 
ances,  etc.  In  the  annual  summaries  to  be 
prepared  by  the  auditors,  there  should  be 
included  an  analysis  hy  apartment,  es¬ 
pecially  of  the  three  items  mentioned.  It 
is  the  auditor’s  duty  to  call  attention  to 
those  cases  where  the  direct  expenses  are 
disproprotionate  to  the  amount  of  rent 
charged  and  collected. 

It  is  almost  needless  to  point  out  that  a 
comparatively  large  expense  in  relation  to 
the  income  of  a  particular  apartment  is 
not  necessarily  conclusive  proof  of  poor 
management.  A  recent  case  in  point  is 
one  where  $280  was  spent  to  decorate  and 
renovate  an  apartment  for  which  the  new 
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tenant  was  to  pay  a  monthly  rental  of  $80. 
The  $280  expenditure  equalled  three  and 
one-half  months  rent,  much  in  excess  of 
the  usual  practice.  Investigation  revealed 
that  the  preceding  tenants,  a  large  family 
of  undisciplined  young  vandals,  had  prac¬ 
tically  wrecked  the  apartment  before  they 
could  be  evicted.  The  local  office  had  se¬ 
cured  the  most  favorable  references  on 
this  family,  so  there  was  no  laxity  on  that 
score.  It  was  just  “one  of  those  cases.” 

Insurance  coverage 

The  auditor  should  maintain  in  his 
working  papers  a  continuous  analysis  of 
insurance  expense  and  insurance  coverage. 
The  final  figures  might  well  be  included  in 
the  annual  statement  of  each  property’s 
operations.  It  was  observed  on  one  build¬ 
ing  that  the  fire  insurance  carried 
amounted  to  $630,000 — 90%  co-insurance. 
That  implied  an  insurable  value  of  $700,- 
000,  if  the  building  was  to  be  considered 
properly  covered.  And  yet  this  same  build¬ 
ing  had  tornado  coverage  of  $400,000 — 
50%  co-insurance,  implying  an  insurable 
value  of  $800,000.  If  the  fire  coverage 
was  correct,  there  was  too  much  tornado 
coverage;  if  the  tornado  coverage  was 
correct,  there  was  not  enough  fire  cover¬ 
age.  Assuming  the  latter  case,  the  fire 
coverage  should  have  been  not  less  than 
$720,000.  And  the  indemnity  on  any  fire 
loss  would  be  proportionately  cut  down, 
throwing  the  burden  of  expense  upon  the 
property  owner. 

An  interesting  story  might  be  developed 
for  every  item  appearing  on  the  expense 
statement  of  a  building  operation.  The 
few  given  should  emphasize  the  need  for 
competent  local  management  and  adequate 
auditing. 

Problems  Related  to  Income  and 
Expense  Control 

In  addition  to  the  specific  problems 
which  have  been  enumerated  and  the  pro¬ 


cedure  suggested  for  coping  with  them, 
there  are  a  number  of  problems  involving 
the  determination  of  broad  policies  which 
in  turn  will  determine  the  effectiveness 
with  which  the  foregoing  material  may  be 
used.  The  principal  considerations  affect¬ 
ing  these  larger  problems  are  discussed 
in  the  balance  of  this  article. 

Establishing  a  fiscal  year 

Financial  statements  covering  the  oper¬ 
ations  of  any  one  month  serve  little  pur¬ 
pose  except  as  these  statements  may  be 
integrated  with  figures  for  a  longer  span 
of  time,  compared  with  figures  for  prior 
and  succeeding  months  to  note  a  trend, 
etc.  They  probably  find  their  maximum 
effectiveness  when  included  in  the  annual 
report  on  the  properties  involved.  Just 
how  clear  cut  will  be  the  picture  presented 
by  the  annual  report  will  depend  in  large 
part  on  the  wisdom  with  which  the  natural 
operating  year  is  selected.  Factors  influ¬ 
encing  the  determination  of  a  fiscal  year 
include : 

Months  in  which  moving  is  greatest,  average, 
least. 

Months  in  which  decorating  and  major  renova¬ 
tion  are  done. 

Periods  of  lease  expiration  and  renewals. 

The  period  of  least  activity  in  these 
directions,  the  country  over,  seems  to  be 
somewhere  between  August  and  Septem¬ 
ber.  Consequently,  a  fiscal  year  running 
from  September  1st  to  the  following 
August  31st  should  give  about  the  clear¬ 
est  picture  of  a  full  year’s  operations. 

An  added  advantage  to  life  insurance 
companies  whose  own  statements  are 
based  on  the  calendar  year  is  that  the  fis-  1 
cal  closings  on  real  estate  operations  come 
at  a  time  other  than  the  general  account¬ 
ing  peak  thus  permitting  the  executives 
more  time  for  a  leisurely  review  of  the 
annual  statements  presented  for  their  per¬ 
usal. 
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When  to  expect  the  Monthy  Statement 

It  is  generally  agreed  that  greatest  good 
may  be  served  by  a  financial  statement 
when  the  information  it  contains  is  of  cur¬ 
rent  interest.  When  we  are  told  that  thus- 
and-so  happened  a  year  ago,  there  is  noth¬ 
ing  much  we  can  do  to  improve  that  dis¬ 
tant  situation,  or  to  take  advantage  of  any 
of  its  favorable  aspects.  Information  has 
considerably  more  utility  if  it  tells  us  to¬ 
day  what  happened  yesterday. 

Between  these  two  extremes  is  a  point 
at  which  we  may  reasonably  expect  to  re¬ 
ceive  reports  covering  the  results  from 
the  operations  of  our  rental  properties. 
The  danger  in  requiring  too  great  speed 
in  the  submission  of  reports  by  the  local 
office  to  the  home  office  is  that  more  im¬ 
portant  work  may  thereby  be  slighted. 
During  the  first  few  days  of  the  month, 
the  efficient  real  estate  management  office 
is  busy  collecting  rents.  During  the  lat¬ 
ter  days  of  the  month  attention  is  concen¬ 
trated  upon  paying  expenses,  following  up 
delinquent  tenants,  and  getting  out  next 
month’s  bills.  The  slack  days — if  there  are 
any  in  the  modern  property  management 
office — occur  during  the  second  and  third 
weeks  of  the  month.  It  would  therefore 
seem  that  the  best  interests  of  all  parties 
are  served  where  monthly  statements  are 
not  required  to  be  completed  until  som- 
time  between  the  fifteenth  and  twentieth 
of  the  month  following. 

There  is  of  course  no  reason  why  the 
cash  remittance  from  field  office  to  home 
office  should  not  be  made  immediately 
after  the  close  of  a  month,  even  if  the 
detailed  report  of  income  and  expense  does 
not  follow  for  another  two  weeks.  In 
fact,  local  offices  should  be  required  to 
make  such  remittances  promptly,  to  avoid 
the  temptation  to  use  these  funds  during 
the  period  between  their  collection  and 
ultimate  transfer  to  the  home  office.  The 


shorter  this  intervening  period,  the  less 
likelihood  is  there  of  misappropriation  in 
the  local  office,  an  otherwise  everpresent 
danger. 

Alternating  the  Territories  Covered  by 
Rent  Collectors 

From  certain  types  of  tenants,  rent  can 
be  collected  only  through  regular  personal 
solicitation  of  rent  collectors.  In  such  a 
situation  the  danger  of  defalcation  is  ever 
present.  Even  a  normally  honest  collector 
may  succumb  in  time  to  the  temptation 
that  exists  in  the  handling  of  compara¬ 
tively  large  amounts  of  cash.  A  collector, 
for  example,  may  be  holding  the  days  col¬ 
lections  of  $300  to  be  remitted  to  the  local 
office.  He  has  urgent  need  for  $50  which 
he  is  sure  he  will  be  able  to  repay  in  a 
week’s  time.  So  he  withholds  two  $25  col¬ 
lections  from  the  day’s  business.  A  week 
later,  our  collector  finds  that  not  only  is 
he  unable  to  repay  the  $50  which  he  “bor¬ 
rowed”  but  he  is  now  in  need  of  another 
$50 !  The  borrowings  persists  until  finally 
the  amount  is  so  large  that  the  harrassed 
collector  finds  he  has  no  choice  but  to  con¬ 
fess  his  shortage  or  continue  his  depreda¬ 
tions.  The  second  is  the  easiest — and  the 
one  often  followed. 

Even  the  most  complicated  system  of 
duplicate  numbered  receipts  and  office  con¬ 
trol  can  be  circumvented,  temporarily  at 
least,  by  an  astute  and  hard  pressed  col¬ 
lector.  An  effective  check  against  this 
tendency  is  to  arrange  for  periodic  trans¬ 
fer  of  collectors  from  one  territory  to  an¬ 
other.  A  man  would  hesitate  to  do  any 
borrowing  if  he  could  not  be  sure  that  in 
the  week  following  he  would  be  in  the- 
same  district  to  cover  up  his  dereliction. 

There  are,  of  course,  certain  advantages 
gained  where  collectors  are  not  shifted  but 
where,  instead,  each  man  is  given  the  op¬ 
portunity  to  develop  his  own  district  to 
the  highest  degree  of  efficiency.  The  col- 
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lector,  familiar  with  the  tenants  upon 
whom  he  calls,  comes  to  know  the  pecu¬ 
liarities  of  these  persons — comes  to  know 
those  upon  whose  promise  he  may  depend, 
those  who  pretend  to  be  not  at  home  while 
watching  him  from  behind  the  window 
shade,  those  who  are  apt  to  oe  in  funds  on 
such-and-such  day  of  the  month,  etc.  But 
we  must  bear  in  mind  that  the  rent  collec¬ 
tor  is  only  one  factor  in  the  real  estate 
operation  and  it  is  quite  important  that  his 
work  be  subordinated  in  proper  relation 
to  the  whole  activity  even  where  this  en¬ 
tails  a  sacrifice  of  some  lesser  benefit  than 
that  of  safeguarding  the  cash  he  has  al¬ 
ready  collected. 

Distinguishing  between  Capital  Invest¬ 
ment  and  Operating  Income 

We  must  distinguish  between  the  activi¬ 
ties  connected  with  acquiring  a  property 
and  those  of  administering  its  income  and 
expense.  All  disbursements  related  to  the 
period  prior  to  that  time  when  the  in¬ 
come  and  expense  are  controlled  by  the 
new  owner  are  proper  additions  to  the 
cost  of  the  property.  Disbursements  there¬ 
after  which  relate  to  capital  additions  or 
to  rehabilitation  are,  of  course,  also  prop¬ 
erly  added  to  the  property’s  cost.  Those  re¬ 
lated  to  revenue  on  the  other  hand,  are  to 
be  deducted  from  such  revenue  to  deter¬ 
mine  the  net  income  from  the  investment 
in  the  property. 

There  is  a  common  misunderstanding 
as  to  when  the  income  and  expense  of  a 
property  are  to  be  taken  into  account  as 
such.  Some  investment  agencies,  such  as 
educational  and  charitable  endowment 
funds,  research  foundations,  even  some 
life  insurance  companies  apply  the  excess 
of  income  over  expense — where  there  is 
such  an  excess — in  reduction  of  the  capi¬ 
tal  investment,  aiming  thereby  to  reduce 
the  capital  investment  to  some  figure 
which  is  considered  “conservative.”  The 
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idea  behind  the  term  “conservative”  is 
often  very  hazy.  Some  mortgagees  deter¬ 
mine  that  point  at  which  “capital  charges 
and  credits”  cease  and  “income  and  ex¬ 
pense”  arise  as  the  date  on  which  title  to 
the  property  is  acquired — either  by  pur¬ 
chase  from  the  defaulting  mortgagor  or 
through  foreclosure  proceedings  and  issu¬ 
ance  of  a  master’s  deed.  It  may  be  of  in¬ 
terest  to  note  that  the  federal  income  tax 
laws  and  regulations  do  not  require  such 
a  technical  distinction.  At  whatever  point, 
the  mortgagee  gets  effective  “control”  of 
the  property,  then  the  accounting  for  in¬ 
come  and  expense  as  such  begins.  This 
may  arise  through  an  assignment  of  rents, 
during  the  period  of  which,  the  mortgagee, 
who  is  ultimately  to  become  the  owner  of 
the  fee,  does  not  actually  oimi  the  prop¬ 
erty.  It  has  even  been  permitted  to  such 
an  assignee  of  rents  to  deduct  depreciation 
from  his  capital  investment  in  the  prop¬ 
erty,  as  represented  by  the  original  mort¬ 
gage  loan  plus  additional  expenditures  on 
delinquent  taxes,  etc. 

Depreciation 

Depreciation  is  not  a  current  expense, 
does  not  involve  cash  outlay,  is  not  a  prob¬ 
lem  of  the  local  management  unit,  and  does 
not  entail  much  auditing  or  accounting 
control.  Nevertheless  this  may  be  a  propi¬ 
tious  time  and  place  to  discuss  its  relation 
to  the  property  accounts  particularly  of 
life  insurance  companies. 

One  of  the  essential  characteristics  of 
a  life  insurance  company’s  investment  is 
that  they  possess  either  ready  marketabil¬ 
ity  or  definite  maturity.  As  long  as  life  in¬ 
surance  in  force  continues  to  grow  there 
may  be  a  certain  portion  of  invested  funds 
which  need  not  have  any  particular  avail¬ 
ability — which  constitutes  a  sort  of  perma¬ 
nent  reservoir  of  capital.  With  the  in¬ 
creasing  investment  in  real  estate,  that 
“permanent  reservoir”  may  grow  to  con- 
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siderably  in  excess  of  a  safe  amount.  There 
is  a  means  available,  however,  to  reduce 
this  investment,  namely,  by  the  provision 
for  depreciation  of  the  building  and  equip¬ 
ment.  The  more  liberally  we  provide  for 
depreciation,  the  more  conservatively  will 
our  real  estate  investments  be  stated  and 
the  more  quickly  will  our  investment  sur¬ 
plus  be  converted  into  liquid  form. 

There  is  a  barrier  at  present  to  the 
maximum  utilization  of  this  device,  and 
that  is  the  attitude  of  the  treasury  depart¬ 
ment  toward  the  computation  of  the  depre¬ 
ciation  allowance.  While  the  present  in¬ 
come  tax  law  is  practically  the  same  as  it 
has  been  for  the  past  many  years,  its  pres¬ 
ent  administration  is  far  more  restrictive, 
and  the  burden  is  on  the  taxpayer  to  prove 
that  the  modest  rates  allowed  by  the  de¬ 
partment  are  not  adequate  to  provide  for 
the  depreciation  actually  accruing. 

At  the  moment,  life  insurance  com¬ 
panies  probably  need  not  feel  any  great 
concern  over  this  limitation,  but  when 
times  again  give  rise  to  an  appreciable 
income  return  on  real  estate  investments 
thought  should  be  given  to  bringing  influ¬ 
ence  to  bear  upon  government  agencies  to 
recognize  that  a  substantial  part  of  such 
income  return  is  not  profit  in  its  truest 
sense,  but  rather  a  return  of  the  depreci¬ 
ating  capital  investment. 

Property  Taxes 

Property  taxes  constitute  an  expense 
unlike  depreciation  in  that  they  require  a 
cash  outlay,  but  they  have  in  common  with 
depreciation  the  fact  that  they  are  more 
in  the  domain  of  the  home  office  adminis¬ 
tration  than  that  of  the  local  agencies. 
In  the  usual  case,  the  mortgagor  of  the 
property  which  the  life  insurance  company 
now  owns  fell  behind  in  his  property  taxes 
some  time  before  he  ceased  paying  interest 
on  his  loan.  It  is  not  part  of  our  purpose 
here  to  inquire  who  is  to  blame  that  a 


more  vigorous  follow-up  system  was  not 
maintained.  The  fact  remains  that  as  long 
as  the  life  insurance  company  received  its 
periodic  interest,  the  property  owner  was 
permitted  to  delay  the  payment  of  taxes. 
The  aggregate  amount  of  such  taxes  bulks 
sufficiently  large  in  the  general  balance 
sheet  that  it  might  well  be  taken  up  there¬ 
in,  as  an  addition  to  the  depreciable  cost 
of  the  properties  acquired  and  as  a  current 
liability,  where  not  yet  paid.  The  fact  that 
there  are  objections  pending  so  that  the 
exact  amount  payable  is  not  yet  deter¬ 
mined  is  no  reason  for  not  recording  some 
reasonable  estimate  of  what  the  final  lia¬ 
bility  will  be. 

How  Much  Does  it  Cost  to  get  the  Infor¬ 
mation  ? 

A  great  deal  of  interesting  information 
may  be  developed  regarding  the  operation 
of  city  real  estate.  Against  the  value  that 
such  information  might  have  must  be 
weighed  the  cost  of  obtaining  it.  Often 
such  cost  will  be  found  to  exceed  the  value 
of  the  data  secured.  Then,  of  course,  it 
should  be  abandoned.  An  example  from 
another  field  will  illustrate  this  point: 

A  few  years  ago,  patrons  of  the  Chicago 
Surface  lines  were  required  to  turn  over 
their  transfer  slips  to  the  street  car  con¬ 
ductor  when  transferring  from  one  route 
to  another.  A  person  might  receive  and 
turn  in  a  half-dozen  transfer  slips  if  his 
ride  was  sufficiently  lengthy  and  circum- 
locuitous.  A  new  system  was  inaugurated 
recently.  A  patron  is  given  a  transfer 
slip  upon  request,  and  this  one  slip  is  car¬ 
ried  by  the  passenger,  no  matter  how 
many  routes  he  travels,  on  the  single  fare 
he  has  paid.  It  is  submitted  to  each  con¬ 
ductor,  who  merely  punches  certain  por¬ 
tions  to  indicate  the  route  being  followed. 

The  street  car  company  put  the  new  ar¬ 
rangement  into  effect  to  prevent  passen¬ 
gers  from  abusing  the  transfer  privilege. 
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which  the  old  transfer  system  permitted 
and  the  new  system  is  supposed  to  pre¬ 
vent.  Whether  it  does  or  not,  the  new  sys¬ 
tem  certainly  does  reduce  appreciably  the 
number  of  transfers  issued  and  the  ex¬ 
pense  of  issuing  them.  Against  these  sav¬ 
ings  is  the  loss  of  statistical  information 
that  must  obviously  result,  such  as  the  ex¬ 
act  volume  of  traffic  on  certain  lines,  the 
hours  of  greatest  and  least  traffic  density, 
etc.  Other  ways  had  to  be  sought  to  secure 
approximations  for  these  figures.  Ap¬ 
parently  the  loss  of  statistical  data  is  less 
costly  than  the  saving  in  transfer  slips 
and  reduction  in  stolen  rides. 

Whenever  someone  in  the  home  office 
contemplates  the  advisability  of  calling  for 
more  figures  on  real  estate  operations,  a 
comparison  should  be  made  of  the  cost  of 
obtaining  such  data,  and  the  extent  of  its 
usefulness  before  expending  clerical  effort 
to  obtain  it. 

Absentee  or  "Remote  Control"  manage¬ 
ment 

The  general  trend  of  this  study  has  been 
admittedly,  toward  a  decentralization  of 
the  property  management  and  auditing 
functions,  with  only  the  major  policy  and 
final  accounting  control  vested  in  the  home 
office.  The  actual  tendency  has  been  alto¬ 
gether  too  much  in  the  other  direction. 

Some  insurance  companies  ostensibly 
have  delegated  the  management  of  their 
properties  to  local  real  estate  companies, 
only  to  require  of  these  local  organiza¬ 
tions  monthly  statements  so  voluminous 
and  monthly  reporting  so  detailed  that 


there  is  little  discretion  left  to  the  local 
agency — and,  in  fact,  little  time  to  do 
much  more  than  fill  out  reports  for  the 
home  office — ^to  which,  I  venture  to  guess, 
no  one  in  the  home  office  gives  very  much 
constructive  attention. 

I  do  not  maintain  that  all  real  estate 
agencies  are  competent,  nor  that  all  are 
even  honest.  There  recently  has  been  or¬ 
ganized  a  new  group  known  as  the  Insti¬ 
tute  of  Real  Estate  Management,  a  divi¬ 
sion  of  the  National  Association  of  Real 
Estate  Boards,  which  admits  to  member¬ 
ship  only  those  Realtors  whose  office  policy 
is  even  more  strict  than  that  of  the  general 
body  of  Realtors  who  themselves  are 
known  to  maintain  a  very  high  ethical 
standard.  This  situation  implies  that  there 
must  be  some  real  estate  agencies  whose 
standards  are  not  so  high  and  over  whom 
the  most  exacting  scrutiny  must  be  main¬ 
tained  by  property  owners.  Naturally,  the 
higher  the  standing  of  the  agency,  the 
more  willingly  it  submits  to — and  often  in¬ 
sists  upon  having  its  operation  audited. 
Such  audit  and  its  related  home  office  su¬ 
pervision  should  be  maintained  over  all 
local  offices,  regardless  of  their  standing. 
It  can  be  most  effectively  carried  out  by 
vesting  experienced  field  auditors  with 
discretion  commensurate  with  their  capa¬ 
bilities,  at  the  same  time  being  watchful 
not  to  overburden  the  local  offices  with 
lengthy  reports  to  be  submitted  nor  re¬ 
stricting  the  local  personnel  in  matters  in¬ 
volving  the  exercise  of  judgement  and  de¬ 
cision  in  routine  matters. 
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By  George  I 

ONE  must  never  think  of  a  lease  as 
an  instrument  that  was  drawn  by 
any  one  man,  at  any  one  time.  A 
lease  is  the  evolution  of  a  hundred  years. 
It  is  a  battlefield  between  the  landlord  and 
the  tenant.  Each  time  the  landlord  has 
had  a  controversy  with  his  tenant,  he  has 
provided  against  its  repetition  by  a  pro¬ 
vision  in  the  lease,  and  the  long  form  of 
apartment  lease  of  today  contains  every 
security  device  that  experience  could  teach 
or  ingenuity  conceive. 

I  wish  I  could  persuade  you  to  read 
through  a  long  form  apartment  lease.  It 
answers  nearly  every  question  you  can 
think  of  on  the  subject  of  Landlord  and 
Tenant.  Every  provision  in  the  lease  has 
been  the  subject  of  litigation  in  the  higher 
courts,  and  we  now  have  law  books  con¬ 
taining  over  a  thousand  pages  telling  us 
about  this  litigation  and  what  the  various 
provisions  in  a  lease  mean. 

It  is  not  a  matter  of  any  discernment  to 
select  the  Security  Devices  in  a  lease,  be¬ 
cause  nearly  every  provision  is  a  security 
device. 

Claims  in  Bankruptcy 

To  illustrate  what  I  mean  by  saying  that 
every  time  a  landlord  had  a  litigation  with 
a  tenant  he  protected  himself  against  a 
repetition,  I  will  mention  that  it  has  never 
been  permissible  for  a  landlord  to  prove 
a  claim  in  bankruptcy  against  a  tenant  for 
future  rents.  Such  a  claim  has  always 
been  regarded  as  too  uncertain  and  un¬ 
liquidated.  Attempts  have  been  made  to 
provide  against  this  objection,  and  finally 
a  provision  has  been  approved.  In  re  Out¬ 
fitters  Operating  Realty  Company,  Inc., 


'.  Anderson 

decided  by  Circuit  Court  of  Appeals  of 
New  York  on  February  13,  1934,  the  lease 
provided  that  in  the  event  of  bankruptcy 
of  the  tenant,  the  lessor  was,  “entitled  to 
recover  damages  *  *  *  in  an  amount  equal 
to  the  amount  of  rent  reserved  in  this  lease 
for  the  residue  of  the  term  *  ♦  •  less  the 
fair  rental  value  of  the  premises  for  the 
residue  of  said  term.”  The  court  regarded 
this  formula  as  one  which  liquidated  the 
damages,  “upon  a  footing  familiar  and 
fair,”  and  so  the  landlord  added  another 
Security  Device  to  his  repertoire. 

Assignment  of  Wages 

Another  clause  which  I  have  noticed  in 
the  new  forms  of  leases  is  an  assignment 
of  wages,  and  while  I  have  not  seen  it 
passed  upon  by  any  court,  there  seems  to 
be  no  legal  objection  to  it.  It  will,  no  doubt, 
be  quite  generally  used,  and  it  is  suprising 
that  it  was  not  thought  of  before. 

Lien  Upon  Chattels 

A  clause  which  has  never  evolved  itself 
into  much  of  a  Security  Device  is  the  one 
giving  the  landlord  a  lien  upon  all  the 
chattels  of  a  tenant.  There  are  two  in¬ 
superable  objections  to  such  a  clause.  The 
first  is  the  law  does  not  permit  secret  liens, 
and  the  only  way  to  create  a  lien  on  chat¬ 
tels,  binding  on  third  persons,  is  by  a  chat¬ 
tel  mortgage  duly  acknowledged  and  re¬ 
corded.  A  chattel  mortgage  can  only 
secure  a  note  and  not  a  debt  generally,  or 
the  performance  of  an  obligation,  and  this 
in  itself  is  enough  to  make  the  provision 
quite  useless.  The  other  objection  is  that 
a  man  at  the  head  of  a  family  cannot 
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waive  his  exemptions  by  an  executory  con¬ 
tract.  Zackman  vs.  Zackman,  201  Ill.  391. 

Right  to  Evict  and  Collect 

A  provision  that  I  have  always  con¬ 
sidered  harsh  and  unreasonable  is  the  one 
that  gives  the  landlord  a  right  to  evict  the 
tenant  in  the  event  of  a  breach  of  the  lease, 
and  not  only  evict  him,  but  compel  him  to 
pay  rent  for  the  remainder  of  the  term, 
notwithstanding  the  landlord  leases  the 
premises  and  collects  rent  from  another 
tenant.  Our  courts  have  frequently  en¬ 
forced  this  provision  but  reluctantly,  and 
we  must  bear  in  mind  that  courts  do  not 
pass  upon  the  wisdom  or  reasonableness 
of  a  contract.  We  must  make  our  own  bar¬ 
gains,  and  in  the  absence  of  fraud  or 
illegality,  we  must  take  the  consequence 
of  our  own  acts. 

Right  to  Sub-Let 

Another  clause,  which  is  harsh  enough 
but  not  unconscionable,  is  the  one  that 
provides  that  in  the  event  the  tenant 
abandons  the  premises,  the  landlord  may, 
but  he  is  not  obliged  to,  sublet  the  prem¬ 
ises,  giving  the  tenant  credit  for  all  rents 
collected  from  his  successor.  As  a  general 
rule  a  landlord  is  not  going  to  allow  the 
premises  to  remain  vacant,  and  take  a 
chance  on  collecting  rents  from  his  origi¬ 
nal  tenants,  but  will  use  his  best  efforts  to 
find  a  new  tenant  for  the  abandoned  prem¬ 
ises.  In  the  absence  of  any  provision  in 
the  lease  on  this  point,  it  is  the  duty  of  a 
landlord,  in  case  the  premises  are  vacated 
by  the  tenant,  to  use  a  reasonable  effort  to 
find  a  new  tenant,  unless  the  tenant  wil¬ 
fully  vacated  the  premises,  that  is  without 
any  reasonable  excuse,  in  which  event  the 
landlord  is  not  obliged  to  re-let  the  prem¬ 
ises,  because  one  owes  no  duty  to  diminish 
the  damages  insofar  as  a  party,  who  arbi¬ 
trarily  and  wilfully  breaches  his  contract, 
is  concerned. 


Right  to  Increased  Rent 

And  while  I  am  on  the  subject  of  dam¬ 
ages,  I  shall  just  mention  the  provision 
giving  the  landlord  an  increased  rent  for 
each  day  that  the  tenant  holds  over  after 
the  expiration  of  his  term.  This  provision 
has  repeatedly  been  held  to  be  good,  pro¬ 
vided  the  amount  is  not  too  high.  If  the 
amount  is  apparently  the  result  of  an  hon¬ 
est  effort  to  fix  the  amount  of  the  loss,  it 
will  be  regarded  as  liquidated  damages 
and  held  good,  but  if  it  is  an  excessive 
amount,  it  will  be  regarded  as  a  penalty 
and  held  bad.  It  is  self-evident  that  if  you 
provide  in  a  lease,  where  the  rent  is 
$100.00  a  month,  that  it  should  be  $100.00 
a  day  if  the  tenant  held  over,  it  would  not 
be  an  honest  effort  to  compute  the  dam¬ 
ages  that  might  be  sustained,  but  an  at¬ 
tempt  to  punish  and  penalize  the  tenant. 

Covenant  Against  Assigning  and 
Sub-Letting 

Now  let  us  turn  to  the  covenant  against 
assigning  and  subletting.  Assigning  is  the 
leasing  by  the  tenant  of  all  of  his  premises 
for  the  remainder  of  the  term  whether  it 
is  done  by  an  assignment  of  his  lease,  or 
a  new  lease,  or  any  other  manner.  A  sub¬ 
letting  is  a  leasing  by  the  tenant  of  a  por¬ 
tion  of  the  premises  for  the  remainder  of 
the  term  or  of  all  the  premises  for  less 
than  the  remainder  of  the  term.  A  coven¬ 
ant  against  an  assignment  is  not  a  coven¬ 
ant  against  a  subletting,  and  consequently, 
a  covenant  against  assignment  alone  is 
easy  to  get  around  by  leasing  the  premises 
for  one  day  less  than  the  remainder  of  the 
term.  In  construing  a  lease  most  strictly 
against  the  landlord,  it  was  held  that  a 
covenant  against  assignment  was  not  ap¬ 
plicable  in  case  of  an  assignment  by  oper¬ 
ation  of  law;  that  is  to  say,  in  the  event 
of  bankruptcy,  death,  or  insanity.  The 
landlords  were  prompt  in  meeting  the  in*  I 
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terpretation  by  prohibiting  an  assignment 
either  voluntarily  or  by  operation  of  law. 
If  the  landlord  consents  to  the  assignment, 
the  covenant  is  extinguished,  and  the  lease 
becomes  assignable  at  will,  unless  the  con¬ 
sent  to  the  assignment  provides  the  con¬ 
trary.  This  has  been  the  law  since  Dum¬ 
pers  case,  4  Coke  119b,  decided  in  the  year 
1602. 

Breaches 

Breaches  of  a  lease  are  classified  into 
continuous  breaches  and  completed 
breaches.  If  a  tenant  in  violation  of  his 
lease  takes  in  roomers,  it  is  a  continuous 
breach,  and  if  the  landlord  does  not  take 
advantage  of  the  breach  the  first  month  or 
more,  he  ..lay  do  so  at  any  time.  Not  so 
with  a  completed  breach — if  the  landlord 
does  not  take  advantage  of  a  completed 
breach  within  a  reasonable  time  after  he 
learns  of  it,  he  will  be  regarded  as  having 
waived  the  breach.  An  assignment  of  a 
lease  in  violation  of  a  covenant  against 
assignment  is  a  completed  breach,  and  if 
the  landlord  accepts  rent  from  the  as¬ 
signee,  he  will  be  regarded  as  having 
waived  the  breach.  There  have  been  in¬ 
stances  where  the  tenant  has  insisted  upon 
a  qualification  of  the  covenant  against  as¬ 
signment  by  reserving  the  right  to  assign 
to  someone  “satisfactory”  to  the  landlord. 
This  has  not  availed  the  tenant,  because  as 
a  general  rule  the  landlord  has  not  been 
required  to  be  satisfied,  if  an  ordinarily 
reasonable  man  would  have  been  satisfied. 
He  had  been  permitted  to  be  arbitrary  and 
fanciful,  but  not  fraudulent. 

The  taking  in  of  a  partner  is  not  re¬ 
garded  as  a  violation  of  the  covenant 
against  assignment,  but  if  the  tenant  or¬ 
ganizes  a  corporation  and  assigns  the  lease 
to  the  corporation,  it  is  a  violation  of  the 
covenant,  notwithstanding  the  tenant 
owns  all  the  stock  in  the  corporation  ex¬ 
cept  the  qualifjdng  shares. 


Now  just  a  little  more  pot  pourri  on 
assignments,  and  I  shall  pass  on  to  the 
next  Security  Device.  An  assignment  need 
not  be  under  seal,  notwithstanding  the 
lease  is  under  seal,  but  if  the  lease  has 
over  one  year  to  run,  the  assignment  must 
be  in  writing.  If  there  is  no  covenant  in 
the  lease  against  assigning  and  subletting, 
the  tenant  can  assign  and  sublet  to  his 
heart’s  content,  but  the  tenant  who  signed 
the  lease  does  not  absolve  himself  of  liabil¬ 
ity  by  assigning,  notwithstanding  the 
landlord  accepts  rent  from  the  new  tenant. 

Time  of  Payment 

Every  lease  provides  that  a  tenant  must 
pay  the  rent  on  the  day  it  is  due,  at  the 
place  designated,  and  in  advance.  The 
tenant  has  no  days  of  grace.  If  he  is  one 
day  late,  the  lease  can  be  forfeited  for  the 
breach.  However,  if  the  landlord  has  per¬ 
mitted  the  tenant  to  be  delinquent  in  the 
payment  of  his  rent,  he  cannot,  without 
notice  that  he  intends  to  insist  upon  strict 
performance,  suddenly  take  advantage  of 
the  delinquency  and  declare  a  forfeiture. 
In  other  words,  the  landlord  cannot  lull  the 
tenant  into  a  feeling  of  a  security  in  de¬ 
linquency,  and  then  take  advantage  of  a 
situation  to  which  his  own  acquiescence 
had  contributed.  In  the  absence  of  a  pro¬ 
vision  in  the  lease  as  to  where  the  rent 
should  be  paid,  the  tenant  must  seek  the 
landlord.  It  is  a  general  principle  that  the 
debtor  must  seek  the  creditor  and  not  vice 
versa.  If  a  lease  does  not  provide  when 
the  rent  is  to  be  paid,  it  is  not  payable  in 
advance,  but  at  the  end  of  the  term.  Would 
you  not  like  to  have  a  ninety-nine  year 
lease  that  did  not  specify  when  the  rent 
was  to  be  paid? 

A  Few  Minor  “Dont’s” 

Now  for  the  moment’s  diversion,  let  us 
glance  down  a  lease  and  catalogue  a  few 
of  the  minor  “dont’s.”  The  tenant  is  ver- 
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boten  to  keep  a  dog,  a  cat,  a  parrot,  a  bird, 
a  reptile,  or  any  animal,  a  boarder,  a 
roomer,  or  any  occupant  other  than  his 
family;  to  exhibit  a  roomer  or  boarder 
sign,  or  any  other  sign ;  or  to  give  instruc¬ 
tions  in  music  or  singing;  or  to  keep  any 
inflammable  fluids  or  explosives  (except 
within  himself) ;  or  to  do  anything  that 
will  increase  the  rate  of  insurance ;  or  to  do 
any  trade,  business,  or  entertainment;  or 
to  interfere  with  a  rent  sign;  or  to  dis¬ 
turb  other  tenants  or  neighbors,  or  to 
make  a  noise;  or  to  make  any  changes, 
paper  any  wall,  put  up  any  partitions, 
affix  any  locks,  bolts,  or  other  fixtures ;  or 
to  use  too  much  water;  and  so  on  ad  in¬ 
finitum,  and  to  cap  the  climax,  the  tenant 
is  prohibited  from  committing  any  unlaw¬ 
ful  or  immoral  act. 

It  seems  to  me  that  the  landlord  is  going 
a  little  too  far  in  prohibiting  the  tenant 
from  having  a  little  reptile.  It  should  be 
the  constitutional  right  of  every  tenant 
to  keep  at  least  one  reptile.  But  one  re¬ 
spect  in  which  the  tenant  has  it  on  the 
landlord  is  that  there  is  no  prohibition 
against  the  tenant  keeping  fish.  Maybe  I 
should  not  have  mentioned  this  because  it 
will  give  the  landlords  an  idea.  I  suppose 
if  this  is  put  in  a  lease  we  shall  immedi¬ 
ately  have  many  interpretations  upon  the 
meaning  of  fish,  and  it  may  be  urged  with 
great  logic  that  it  refers  to  the  tenant 
himself,  or  to  some  member  of  his  family. 
Some  reasonable  limitation  could  well  be 
put  on  the  prohibition  against  making  a 
noise.  It  seems  to  me  that  everyone  ought 
to  be  permitted  to  make  a  noise  once  in 
a  while.  To  give  vent  to  one’s  emotion  is 
as  important  spiritually  as  a  good  laxative 
physically.  If  I  were  drawing  a  lease,  I 
would  allow  the  tenant  to  make  a  noise 
twice  a  year;  once  on  his  birthday  and 
once  on  St.  Patrick’s  Day,  or  on  Yom  Kip- 
pur,  as  the  tenant  may  in  writing  elect. 
In  all  events,  every  self-respecting  tenant 


should  read  through  his  lease  every  night 
before  he  goes  to  bed  so  as  to  be  sure  that 
he  has  not  violated  any  of  the  “do’s”  and 
“don’ts”. 

What  Constitutes  A  Family 

The  word  family  as  used  in  the  law  has 
been  given  a  broader  meaning  than  the 
average  man  usually  gives  it.  The  word 
family  includes  not  only  a  wife  and  chil¬ 
dren,  but  anyone  with  reference  to  whom 
one  stands  as  a  father  or  protector.  The 
word  would  include  a  servant,  or  it  may 
include  a  younger  person  living  with  the 
tenant,  like  a  young  man  or  woman  in  col¬ 
lege,  or  a  young  person  starting  out  in 
business  life  who  looked  to  the  tenant  for 
guidance  and  returned  obedience.  It  could 
hardly  include  an  older  brother,  or  a 
father,  but  it  is  apparent  that  the  meaning 
of  the  word  is  flexible  and  susceptible,  ex¬ 
panded  or  contracted,  as  justice  and  good 
conscience  may  require. 

The  Unlawful  or 
Immoral  Purpose  Clause 

If  a  landlord  leases  the  premises  for  an 
unlawful  or  immoral  purpose,  he  cannot 
collect  rent  for  the  same,  but  there  is  no 
obstacle  in  terminating  the  lease  and 
evicting  the  tenant.  On  the  other  hand, 
the  tenant  cannot  recover  any  rent  that 
he  has  actually  paid,  because  in  an  un¬ 
lawful  contract  the  court  will  not  assist 
either  party,  unless  such  assistance  is  to 
terminate  the  unlawful  contract.  The 
same  is  true  if  the  premises  are  used  for 
an  unlawful  purpose  with  the  knowledge 
of  the  landlord,  notwithstanding  a  lawful 
purpose  is  expressed  in  the  lease.  The 
landlord  cannot  collect  by  law  any  rent 
for  the  period  of  the  unlawful  use. 

A  landlord  should  also  keep  in  mind  that 
if  he  allows  one  tenant  to  use  the  premises 
for  an  unlawful  or  immoral  purpose,  it 
may  be  regarded  as  an  eviction  of  other 
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tenants  in  the  building,  which  will  dis¬ 
charge  them  from  their  lease  and  give 
them  the  right  to  move. 

A  canon  of  interpretation  of  contracts 
that  may  be  useful  suggests  itself  here. 
If  a  contract  is  susceptible  of  two  inter¬ 
pretations,  one  of  which  makes  it  lawful 
and  the  other  unlawful,  that  interpreta¬ 
tion  that  makes  the  contract  lawful  will 
be  adopted.  Therefore,  if  it  is  doubtful  as 
to  whether  or  not  the  lease  was  made  for 
a  lawful  or  unlawful  purpose,  it  will  be 
sustained  as  lawful. 

The  ordinary  apartment  form  lease 
usually  prohibits  the  tenant  from  permit¬ 
ting  the  premises  to  be  used  for  any  un¬ 
lawful  or  immoral  purpose  with  or  with¬ 
out  his  knowledge.  This  is  a  contradic¬ 
tion  in  terms,  because  if  the  tenant  per¬ 
mits  it,  it  could  not  very  well  be  without 
his  knowledge.  No  doubt,  the  court  will 
hold  that  under  this  expression  a  tenant 
is  not  responsible  for  any  unlawfulness 
that  he  does  not  know  about.  Otherwise, 
during  Prohibition  if  someone  went  into 
a  hallway  without  the  knowledge  of  the 
tenant  and  took  a  swig  out  of  a  bottle,  it 
would  have  been  an  unlawful  act  commit¬ 
ted  on  the  premises,  and  a  breach  of  the 
lease. 

A  Few  “Do’s” 

Now,  I  shall  just  mention  a  few  of  the 
things  that  the  tenant  covenants  and 
agrees  “to  do.” 

He  agrees  to  keep  the  premises  in  re¬ 
pair;  to  keep  them  in  a  clean  and  sightly 
condition;  to  give  the  landlord  dr  his 
agents  access  to  the  building;  to  permit 
rent  signs  to  be  exhibited ;  to  pay  the  fee 
of  the  attorney  for  the  landlord  incurred 
in  enforcing  the  covenants  in  the  lease; 
to  yield  up  possession  promptly  at  the  ex¬ 
piration  of  the  term ;  and  to  obey  the  rules 
and  regulations  printed  on  the  reverse  side 
of  the  lease. 


Repairs 

The  provision  in  a  lease  requiring  the 
tenant  to  keep  the  premises  in  repair  does 
not  add  anything  to  his  common  law  duty. 
It  has  always  been  the  duty  of  a  tenant 
to  keep  the  premises  occupied  by  him  in 
repair.  It  is  the  duty  of  the  landlord  to 
keep  such  parts  of  the  premises  as  are 
used  in  common  by  all  the  tenants  in  re¬ 
pair.  Therefore,  it  follows  that  it  is  the 
duty  of  the  landlord  to  keep  the  roof,  the 
porches,  the  boiler,  the  walls,  and  all  other 
parts  of  the  building  that  may  be  used  by 
more  than  one  tenant  in  repair.  It  further 
follows  that  if  the  tenant  is  injured  by 
failure  to  repair  in  his  own  premises,  such 
as  the  falling  of  plaster,  breaking  through 
the  floor,  the  fall  of  a  flush  bowl,  he  could 
not  hold  the  landlord.  It  also  follows  that 
if  the  tenant  is  injured  by  a  failure  on  the 
part  of  the  landlord  to  keep  common  parts 
of  the  building  in  repair,  the  landlord  is 
liable.  However,  it  must  be  shown  that 
the  landlord  was  guilty  of  negligence,  that 
he  knew,  or  by  the  exercise  of  reasonable 
care  ought  to  have  known,  of  the  defect  or 
necessity  to  repair,  and  even  then  he  may 
in  some  cases  be  saved  by  an  exemption  in 
the  lease. 

The  landlord  should  bear  in  mind  that 
notwithstanding  he  is  not  obliged  in  any 
instance  to  repair,  nevertheless,  if  he  takes 
it  upon  himself  to  do  so,  he  must  do  so  in 
a  careful  manner,  and  if  he  is  negligent, 
he  cannot  exonerate  himself  by  saying 
that  he  was  doing  something  that  he  was 
not  obliged  to  do. 

If  a  lease  provides  that  the  tenant  shall 
keep  his  own  premises  in  repair,  an  oral 
promise  on  the  part  of  the  landlord  to 
make  certain  repairs  is  not  legally  bind¬ 
ing.  The  content  of  a  written  instrument 
cannot  be  changed  by  verbal  agreement. 
If  it  could,  written  contracts  would  not 
mean  very  much,  because  every  time  a 
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man  wanted  to  escape  from  the  conse¬ 
quences  of  his  contract,  he  could  say  that 
while  the  contract  provided  one  thing,  the 
oral  understanding  was  something  else, 
and  we  would  be  lost  in  a  maze  of  con¬ 
tradictions,  confusion,  and  perjury. 

Nearly  every  lease  exempts  the  land¬ 
lord  from  liability  for  failure  to  repair 
even  those  parts  of  the  building  that  the 
lease  obliges  him  to  repair.  The  lease  goes 
on  to  specify  that  the  landlord  shall  not  be 
liable  to  the  tenant  for  injury  sustained  by 
him  or  his  chattels  by  defective  plumbing, 
electric  wiring,  broken  stairs,  porches,  and 
railings,  and  goes  on  to  mention  so  many 
things  that  it  would  have  to  be  a  very  in¬ 
genious  tenant  who  would  get  himself  in¬ 
jured  in  a  manner  that  was  not  provided 
against  in  the  lease.  Even  if  he  did,  he 
would  get  caught  in  a  dragnet  provision 
which  exempts  the  landlord  from  liability 
for  injuries  received  by  the  tenant  oc¬ 
casioned  by  the  failure  on  the  part  of  the 
landlord  to  keep  any  part  of  the  premises 
in  repair.  These  provisions  have  generally 
been  considered  good  with  one  limitation. 
A  man  cannot  by  contract  exempt  himself 
from  liability  for  gross  negligence,  and  so 
as  a  general  rule,  when  the  failure  to  re¬ 
pair  amounts  to  gross  negligence,  the  land¬ 
lord  cannot  shield  himself  under  any  pro¬ 
vision  in  the  lease. 

Right  to  Enter 

A  landlord  is  not  permitted  to  enter  the 
premises  of  the  tenant  unless  the  lease,  or 
the  tenant  permits  him  to  do  so.  His 
apartment  is  his  home.  You  remember  the 
classical  expression  of  a  great  English 
judge  when  he  said,  “A  man’s  home  is  his 
castle.  The  wind  may  enter,  the  rain  may 
enter,  but  the  King  himself  cannot  put  his 
foot  over  the  threshold.”  The  king  would 
also  include  the  landlord.  There  may  be 
minor  exceptions  to  this  rule,  such  as  the 


right  to  enter  to  make  some  repair,  or 
change  required  by  the  fire  ordinance,  but 
generally,  the  rule  stands  in  all  its  signifi¬ 
cance. 

For  Rent  Signs 

Usually  where  a  lease  permits  a  land¬ 
lord  to  exhibit  For  Rent  signs,  it  imposes 
more  than  ordinary  duty  on  the  part  of 
the  tenant  not  to  interfere  with  such  sign. 
Frequently  it  obliges  the  tenant  to  pay  an 
amount  equal  to  three  months’  rent  for 
each  time  he  interferes  with  the  sign.  It 
is  needless  for  me  to  mention  how  impor¬ 
tant  it  is  for  a  tenant  not  to  interfere  with 
a  rent  sign,  and  how  reasonable  it  is  to 
have  some  extraordinary  provision  to  pre¬ 
vent  him  from  doing  so,  because  he  could 
be  actuated  by  no  other  motives  than  mal¬ 
ice  or  ill  will.  The  courts  have  sustained 
this  provision.  The  damages  in  such  a 
case  are  difficult  to  determine,  and  when 
the  parties  have  agreed  upon  the  same, 
their  agreement  will  be  recognized,  unless 
it  is  apparent  that  it  does  not  represent  an 
honest  effort  to  estimate  a  possible  loss, 
but  is  only  inserted  as  a  club  over  the  ten¬ 
ant’s  head,  and  is  a  penalty  and  not  liquid¬ 
ated  damages. 

Modification 

The  provision  in  leases  requiring  the 
tenant  to  observe  the  rule  and  regulations 
on  the  reverse  side  of  the  lease,  usually 
gives  the  landlord  the  right  to  modify 
these  rules  and  regulations  as  he  sees  fit. 
This  would  not  permit  the  landlord  to 
make  any  modification  that  would  change 
the  lease.  It  could  only  be  a  minor  modifi¬ 
cation  to  carry  out  the  intent  and  object 
of  the  rules,  and  not  to  change  the  con¬ 
tractual  rights  of  the  tenant.  A  landlord 
could  not,  for  instance,  enact  a  rule  that 
the  tenant  shall  not  be  permitted  to  leave 
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his  apartment  after  nine  o’clock  in  the 
evening. 

Let  the  Buyer  Beware 

Now  let  us  consider  what  part  our  old 
friend  caveat  emptor  plays  in  Security 
Devices  in  leases.  Caveat  emptor  means, 
“Let  the  buyer  beware and  it  excuses  a 
seller  from  calling  any  attentiion  to  de¬ 
fects  in  the  thing  that  he  is  selling.  If  I 
sell  you  a  horse,  there  is  no  duty  on  my 
part  to  call  your  attention  to  the  fact  that 
the  horse  is  blind.  It  is  your  duty  to  find 
out  for  yourself.  The  philosophy  of  our 
law  takes  into  consideration  human  na¬ 
ture.  The  average  man  cannot  be  legislated 
into  following  “His  steps’’  (Jesus).  The 
average  man  was  allowed  to  practice  a 
little  skullduggery.  In  sales,  puffing,  ex¬ 
aggerating,  expression  of  hopes  or  opin¬ 
ions  were  permitted,  and  the  law  only 
drew  the  line  on  out-and-out  lies.  All  our 
rules  of  evidence  are  based  upon  the  as¬ 
sumption  that  man  is  prejudiced,  that  he 
will  forget  or  remember  to  suit  his  con¬ 
venience, — all  very  innocent  but  true  nev¬ 
ertheless.  Our  late  lamented  prohibition 
law  shows  what  a  failure  any  law  is  that 
does  not  take  into  consideration  human 
nature.  It  should  be  vigilantly  debated 
whether  the  New  Federal  Securities  Law 
does  not  go  too  far  in  reversing  the  rule 
of  caveat  emptor,  and  assuming  as  its 
basis,  “Let  the  seller  beware!’’  Does  this 
law  rise  above  human  nature?  Are  we  ad¬ 
vanced  enough  for  it?  In  London  a  man 
was  brought  before  a  police  magistrate  for 
refusing  to  pay  his  fare  on  the  train.  The 
court  demanded  an  explanation.  The  man 
said,  “Just  took  a  notion.  Your  Lordship!’’ 
The  Court  discharged  him  saying,  “I  guess 
we’re  all  entitled  to  have  our  notions.” 
The  law  should  fit  human  nature  the  way  a 
pair  of  shoes  should  fit  the  feet. 

In  all  events  the  rule  of  caveat  emptor 


is  applicable  to  the  relation  of  landlord 
and  tenant.  This  is  provided  in  nearlj 
every  lease,  but  it  is  the  law,  whether 
there  is  anything  in  the  lease  or  not.  It 
is  the  duty  of  a  tenant  to  inspect  and  ex¬ 
amine  the  premises  before  he  leases  them, 
because  he  will  not  be  permitted  to  com¬ 
plain  of,  or  take  advantage  of,  a  defect 
after  he  has  signed  his  lease.  There  is  no 
rule  that  the  premises  are  fit  and  suitable 
for  the  purpose  for  which  they  were 
leased,  nor  is  there  any  rule  they  are  fit 
for  occupancy  or  habitation.  There  are, 
however,  several  exceptions  qualifying 
any  harshness  of  the  rule.  Caveat  emptor 
does  not  apply  to  furnished  apartments; 
it  does  not  apply  w’here  the  defect  is  latent 
and  could  not  have  been  discovered  by  a 
reasonable  examination  of  the  premises; 
it  does  not  apply  where  the  landlord  has 
done  anything  to  cover  up  or  conceal  the 
defect;  nor  does  it  apply  where  the  land¬ 
lord  has  made  a  representation  that  such 
or  such  a  defect  does  not  exist ;  nor  where 
he  has  detracted  attention  from  it,  and 
diverted  an  examination.  And  so.  Tenants, 
until  the  New  Deal  has  placed  a  pair  of 
wings  on  the  shoulder  blades  of  landlords, 
the  rule  of  caveat  emptor  prevails  and  you 
better  govern  yourselves  accordingly. 

Right  to  Enter  and  Evict 

Many  leases  contain  a  provision  giving 
the  landlord,  in  the  event  of  a  breach,  the 
right  to  enter  and  evict  the  tenant,  using 
as  much  force  as  may  be  necessary  to  do 
so.  This  suggests  the  early  laws  of  Self- 
Help,  when  one  was  permitted  to  avenge 
oneself  or  family,  and  take  the  redress  of 
wrongs  committed  against  one  in  one’s 
own  hands.  The  provision,  however,  has 
been  emasculated  by  interpretation.  Our 
courts  have  held  that  a  landlord  can  only 
repossess  himself  of  the  premises  under 
such  a  provision,  when  he  can  do  so  with- 
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out  a  breach  of  the  peace,  and  it  is  almost 
inconceivable  to  think  of  a  case  where  this 
could  be  done,  where  the  tenant  would 
stand  meekly  by,  and  without  a  gesture, 
permit  the  landlord  to  dispossess  him.  It 
would  practically  amount  to  a  consent  to 
the  dispossession.  Landlords  have  not 
tried  it  often,  because  if  they  should  ex¬ 
ceed  the  strict  letter  of  the  law,  a  jury 
would  deal  severely  with  them,  and  so  this 
seemingly  significant  Security  Device  may 
be  considered  more  ornamental  than  use¬ 
ful. 

The  Statute  of  nearly  every  state  pro¬ 
vides  that  before  a  tenant  is  evicted  for 
the  non-payment  of  rent,  he  must  be 
served  with  a  five-day  notice.  The  land¬ 
lords  promptly  reacted  with  a  Security 
Device,  waiving  the  necessity  of  the  five- 
day  notice,  or  any  other  notice.  This  im¬ 
mediately  projected  the  question  as  to 
whether  or  not  a  tenant  could  waive  a 
benefit,  or  a  safeguard  that  had  been 
thrown  around  him  by  Statute.  Most  of 
our  courts  held  that  he  could.  In  Illinois 
the  courts  oscillated  with  conflicting  emo¬ 
tions,  and  finally  settled  that  the  provision 
could  be  waived  if  the  appropriate  words 
were  used.  If,  however,  the  landlord  does 
serve  a  notice,  notwithstanding  that  he  is 
not  obliged  to  do  so,  he  must  rely  on  his 
notice,  and  not  on  the  waiver  in  the  lease. 
If  the  notice  turns  out  to  be  defective, 
the  suit  must  be  dismissed. 


The  Judgment  Clause 

A  Security  Device  to  be  found  in  nearly 
every  lease  is  a  Judgment  Clause,  giving 
the  landlord  the  right  to  confess  judgment 
for  rent  that  is  not  paid.  Just  a  few  ob¬ 
servations  about  this  clause.  A  power  to 
confess  judgment  on  forcible  entry  and 
detainer  is  void.  A  power  to  confess  judg¬ 
ment  for  rent  that  accrues  after  the  ten¬ 
ant  has  moved  out  is  not  good,  because 
what  becomes  due  is  not  rent  but  damages. 
The  clause  is  not  available  after  the  ten¬ 
ant  becomes  a  hold-over,  nor  as  to  un¬ 
certain  amounts  such  as  water  rates,  gas 
bill,  or  repairs,  and  if  uncertain  amounts 
are  confused  with  certain  amounts  in  an 
inseparable  manner,  the  whole  power  of 
attorney  is  void. 

Conclusion 

Now  there  is  no  end  of  Security  Devices, 
and  one  could  go  on  for  a  thousand  pages 
enumerating  and  commenting  on  them.  It 
is  well  to  remember  that  every  state  has 
its  own  laws,  and  that  the  rules  referred 
to  in  this  paper  are  the  general  rules  and 
prevail  in  most  states,  but  possibly  not  in 
all.  In  reading  this  paper  over,  I  feel  that 
I  could  have,  and  should  have,  done  it  bet¬ 
ter,  but  true  to  the  habits  of  my  profes¬ 
sion,  I  left  it  to  the  last  moment  and  then 
dashed  it  off  in  haste.  Be  that  as  it  may ! 
The  wine  has  been  poured ;  now  drink  it  to 
the  dregs ! 


The  Science  of  Real 

By  Delbert 

SCIENCE? — Well, — not  a  well-devel¬ 
oped  one  as  yet;  but  one  that  has 
possibilities.  Real  Estate  Manage¬ 
ment  will  become  a  science  when  experi¬ 
ence  is  uniformly  classified,  measured,  and 
recorded.  The  dictionary  definition  of 
science  is,  “an  exact  and  systematic  state¬ 
ment  or  classification  of  knowledge  con¬ 
cerning  some  subject  or  group  of  sub¬ 
jects.”  The  study  of  cause  and  effect, 
properly  classified  and  measured,  is 
science,  whether  it  be  in  the  field  of  chem¬ 
istry,  medicine,  or  real  estate  manage¬ 
ment. 

Real  Estate  Management  consists  of 
(1)  securing  tenants,  (2)  determining  and 
collecting  proper  rentals,  (3)  rendering 
service,  (4)  maintaining  and  repairing 
structures  and,  last  but  by  no  means  least, 
(5)  recording  these  operations  for  the 
purpose  of  accounting  to  the  owner  and 
for  study  so  that  efficiency  may  be  in¬ 
creased. 

The  first  four  of  these  duties  require 
judgment,  diplomacy,  and  salesmanship. 
They  require  constant  contact  with  o^\^ler 
and  tenant,  wherein  the  element  of  trained 
judgment  is  most  important.  Decisions 
must  be  reached  by  comparison  of  present 
problems  with  past  experiences.  These 
may  be  mental  comparisons  of  personal 
experiences  or  they  may  be  reduced  almost 
to  mathematical  formulae  if  proper  classi¬ 
fications  and  units  of  measurement  have 
been  used  in  recording  past  experience. 

Someone  has  said,  “There  are  two  kinds 
of  experience,  our  own  and  the  other  fel¬ 
low’s.”  Our  own  is  of  great  value  but  it 
is  subject  to  memory,  prejudice,  limited 
contact,  mental  capacity,  and  training. 
Worst  of  all,  it  is  costly.  The  experience 
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of  others,  if  classified,  measured,  and  re¬ 
corded  in  a  manner  understood  by  us,  is 
infinitely  more  valuable  and  permanent. 

Few  fields  of  management  offer  the 
same  opportunity  for  the  standardized 
classification,  recording,  and  measuring  of 
experience  as  does  that  of  real  estate.  In 
probably  no  field,  however,  had  so  little 
been  done  up  to  a  very  short  time  ago,  and 
then  only  in  the  management  of  one  type 
of  real  estate,  office  buildings. 

Several  years  ago,  when  a  small  group 
of  members  of  the  National  Association  of 
Building  Owners  and  Managers  estab¬ 
lished  and  adopted  a  uniform  system  of 
classification  of  income  and  expense  in  the 
operation  of  office  buildings,  they  laid  the 
cornerstone  of  the  science  of  real  estate 
management.  It  is  doubtful  if  even  to¬ 
day,  however,  office  building  managers 
realize  the  full  value  of  this  uniformity. 
The  workers  on  the  Tower  of  Babel  were 
not  conscious  of  the  value  of  their  com¬ 
mon  language  until  it  was  taken  away 
from  them.  Office  building  managers  to¬ 
day  do  not  realize  that  their  orderly  group¬ 
ing  of  expenditures  and  resulting  com¬ 
parisons  on  the  basis  of  floor  area,  in  a 
manner  that  they  all  understand,  did  not 
always  exist.  Take  it  away  from  them 
completely,  as  was  the  common  language 
in  the  Bible  story  taken  from  the  Tower 
builders,  and  the  enormity  of  their  loss 
would  immediately  be  apparent  to  them. 

In  no  field  of  real  estate  has  as  much 
progress  been  made  in  efficient  manage¬ 
ment  and,  what  naturally  follows, — effi¬ 
cient  design — as  in  office  buildings.  Clas¬ 
sification  and  measurement  are  the  tools 
by  which  it  was  accomplished.  The  science 
of  real  estate  has  been  established.  Credit 


38 


The  Journal  of  Real  Estate  Management 


for  this  beginning  is  justly  due  the  office 
building  managers ;  but  it  must  be  remem¬ 
bered  that  there  are  many  other  types  of 
real  estate  where  efficient  management 
and  design,  measured  in  terms  of  a  “com¬ 
mon  language”  will  bring  even  greater  re¬ 
sults. 

Several  years  ago,  when  I  became  inter¬ 
ested  in  the  planning  of  a  large  office 
building,  I  had  no  personal  experience  in 
this  field  upon  which  to  draw.  Having 
been  actively  engaged  in  the  real  estate 
business  for  many  years,  I  had  often  felt 
the  need  of  broader  experience  in  the  de¬ 
termination  of  the  justified  value  of  in¬ 
vestment  real  estate,  but  as  far  as  re¬ 
corded  management  experience  of  others 
was  concerned,  it  simply  did  not  exist  and 
mainly  for  one  reason — ^there  was  no 
“common  language.”  When  I  learned  of 
the  office  building  experience  exchange 
and  the  literature  that  was  available  by 
reason  of  it,  I  fully  appreciated  that  here 
was  the  first  opportunity  that  I  had  found 
in  my  entire  real  estate  experience  where 
I  could  learn — the  easier  way — through 
the  recorded  experience  of  others. 

The  classifications  used  by  the  office 
building  managers  and  their  common  de¬ 
nominator  or  unit  of  measure,  “the  square 
foot  of  rentable  area,”  provided  the  inspi¬ 
ration  under  which  a  joint  committee,  com¬ 
prised  of  members  of  both  the  National 
Association  of  Real  Estate  Boards  and  the 
National  Association  of  Building  Owners 
and  Managers,  tackled  the  problem  of  re¬ 
cording  experience  in  other  fields  of  real 
estate  management  early  in  1931.  This 
joint  committee,  of  which  I  was  privileged 
to  serve  as  chairman,  at  first  thought  that 
standardization  should  begin  with  uniform 
accounting  methods.  This  was  quickly 
abandoned  and  attention  devoted  to  the 
problem  of  arranging  the  various  items  of 
income  and  expense  in  logical  groups  so 
that  sub-totals  and  totals  of  important 


groupings  would  facilitate  broad  initial 
comparisons. 

Various  attempts  had  already  been 
made  to  classify  expense.  These  were  re¬ 
viewed  by  the  committee  and  it  was  found 
that  in  many  of  the  forms  considered,  no 
effort  whatever  had  been  made  to  group 
related  classifications.  One  of  the  favorite 
columns  on  these  forms  was  “ash  haul¬ 
ing.”  The  early  “analyzers”  did  not  seem 
to  realize  that  it  was  comparatively  unim¬ 
portant  and  besides,  had  definite  relation¬ 
ship  to  the  cost  of  coal.  Probably  if  the 
heating  plant  were  efficient,  the  combined 
cost  of  coal,  ash  hauling,  and  firing  labor 
would  give  a  simpler  and  more  consistent 
basis  of  comparison  than  if  these  items 
were  separated.  After  much  discussion, 
the  major  groupings  were  finally  decided. 

The  Decimal  System 

In  order  to  facilitate  classification,  the 
various  groups  had  to  be  identified  by 
names  or  symbols.  Many  ideas  were  con¬ 
sidered,  of  which  the  most  practical  seemed 
to  be  the  decimal  system.  Probably  the 
best  example  of  this  system  is  the  Dewey 
Decimal  Library  Classification,  in  accord¬ 
ance  with  which  books  in  libraries  all  over 
the  world  are  classified. 

It  was  found  that  a  great  many  items 
were  related  because  they  were  in  the 
nature  of  service  which  was  included  in 
the  regular  rent  and  did  not  affect  the 
structure  itself.  This  group  (assigned 
classification  numbers  from  300  to  399) 
includes  cleaning,  heating,  elevator  and 
doorman  service,  the  furnishing  of  utili¬ 
ties  where  they  were  included  in  the  rent, 
and  cost  of  management.  The  total  of  this 
group  (300)  was  known  as  operating  ex¬ 
pense. 

Another  major  group  (400-499)  was 
comprised  of  the  cost  of  repairs  and  main¬ 
tenance  of  every  description. 

A  third  group  (500)  included  the  cost 
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of  all  services  measured  and  charged,  in  pense,”  the  items  which  were  largely  be- 
addition  to  the  regular  rent.  yond  the  control  of  the  management  itself, 

A  fourth  (600)  designated  “fixed  ex-  such  as  insurance,  taxes,  etc. 

Chart  of  Accounts 

For  the  uniform  classifiration  of  Income  ami  Expense  in  Apartment  House  Accounting 

Prepared  by  Dell>ert  S.  Wenzlick  and  a  joint  committee  of  the  Natl.  Assn, 
of  Real  Estate  Boards  and  the  Natl.  Assn,  of  Building  Owners  and  Managers 


RENT  GROUP 


100— TOTAL  RENTS. 


110 — Apartment  rents,  Unfurnished  basis 


in — Rents  Type 

A 

apartments 

112—  “ 

B 

113—  “ 

C 

<4 

114—  “ 

D 

115—  “ 

E 

44 

116—  “ 

F 

44 

117—  “ 

G 

44 

118—  “ 

H 

119—  “ 

I 

—Rents,  attributable 

to  furnishings 

121 — Rents,  furnishings.  Type  A 

122—  “ 

»  B 

123—  “ 

“  C 

124—  “ 

“  D 

125—  “ 

“  E 

126—  “ 

“  p 

127—  “ 

“  G 

128—  “ 

“  H 

129—  “ 

“  I 

130 — Garage  Rents 

131 —  Monthly  rents,  Bldg,  tenants 

132 —  Monthly  rents,  outside  tenants 

133 —  Transient  rents  or  storage 
140 — Rents,  Stores  or  Shops 

150 — Rents,  Offices 

190 — Rents,  Misc.  (Signs,  etc.) 

EXTRA  SERVICE  INCOME  GROUP 


200— TOTAL  INCOME  FROM  EXTRA  SERVICE 
210 — Income  from  electricity  sales 
220 — Income  from  telephone  service 
230 — Income  from  Garage  service 

232 —  Gasoline  sales 

233 —  Oil  sales  and  Greasing 

234 —  Washing  and  Polishing 
239— Misc. 

240 — Income  from  maid  service 
250 — Income  from  window  washing 
290 — Income  from  misc.  service 

OPERATING  EXPENSE  GROUP 

300— TOTAL  OPERATING  EXPENSE 
(not  repairs) 

310 — Cleaning  Expense 

311—  Payroll 

3 12 —  Supplies 

313 —  Uniforms  and  laundry 
319 — Misc. 

320 — Utilities  service  expense 

322 —  Cost  of  Electricity  (not  resold) 

323 —  Cost  of  electric  lamps 

324 —  Cost  of  water  and  water  treatment 

325 —  Cost  of  Gas 


326 — Cost  of  refrigeration  service 

329 — Misc.  (not  repairs) 

330 — Heating  and  ventilating  expense 

331 —  Payroll 

332 —  Cost  of  fuel 

333 —  Ash  removal 

339 — Misc.  (not  repairs) 

340 — Management  expense 

341 —  Payroll 

342 —  Management  charges 

343 —  Leasing  charges 

344 —  Cost  of  Advertising 

345 —  Court  costs  and  attorney  fees 

346 —  Sunplies,  postage,  printing,  etc. 

347 —  Telephone  (used  in  Management 
only) 

349— Misc. 

350 — Elevator  and  doorman  service  expense 

351—  Payroll 

352 —  Electricity  (metered  or  estimated) 

353 —  Uniforms  and  pressing 
359 — Misc.  (not  repairs) 

MAINTENANCE  AND  REPAIRS  EXPENSE 
GROUP 

400 — Maintenance  &  Repairs,  Continued. 
EXPENSE 

410 — General  building  maintenance  and  re¬ 
pairs 

411 —  Payroll' 

412 —  Exterior  painting  and  cleaning- 

413 —  Decorating  and  floors  (public 
spaces)' 

414 —  Screens  and  awnings' 

415 —  Lobby  furnishings,  cleaning,  etc.' 

416 —  Carpenter  work* 

417 —  Roof  and  gutters,  etc.' 

418 —  Lawns,  shrubbery,  walks  and 
drives,  lawn  furniture,  etc.' 

419—  Misc.' 

420 — Tenant  space.  Maintenance  and  Repairs 

421 —  Payroll' 

422 —  Decorating' 

423 —  Floors  and  carpets  (where  fur¬ 
nished  to  all  tenants)' 

424 —  Shades,  curtain  rods,  etc.' 

425 —  Alterations' 

429— Misc.' 

430 — Furniture  and  furnishings,  maint.  and 
Repairs 

431—  Payroll' 

432 —  Furniture:  repairs,  reflnishing, 
etc.’ 

433 —  Carpets  and  rugs' 

434 —  Draperies  and  curtains' 

435 —  Linens  and  laundry 
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436 — China,  glassware,  silver  (loss  and 
breakage) 

439 — Misc.’ 

440 — Mechanical  Equit.  and  Repairs 

441 —  Payroll’ 

442 —  Heating  and  ventilating  system’ 

443 —  Plumbing  system* 

444 —  Electric  system* 

445 —  Gas  stoves  and  piping* 

446 —  Refrigeration  system* 

447 —  Elevator  system* 

448 —  Garage  equipment* 

449 —  Misc.* 

’Where  payroll  must  be  classified  for  lia¬ 
bility  or  compensation  insurance  purposes 
estimate  if  necessary  amount  to  each  classi¬ 
fication. 

’Where  work  is  done  by  building  employees, 
charge  only  cost  of  material  or  supplies. — 
If  done  by  outside  contractor,  charge  total 
cost. 

EXTRA  SERVICE  COST  GROUP 

500— total  cost  of  extra  SERVICE 

510 — Cost  of  Electricity  resold  (metered  or 
estimated) 

520 — Cost  of  telephone  service  (not  includ¬ 
ing  service  in  connection  with  man¬ 
agement) 

530 — Cost  of  garage  service 

531 —  Payroll 

532 —  Cost  of  gasoline 

533 —  Cost  of  oil  and  grease 

534 —  Cost  of  Washrack  supplies 

535 —  Cost  of  misc.  items 

540 — Cost  of  maid  service 

541 —  Payroll 

542 —  Supplies 

543 —  Uniforms  and  laundry 

550 — Cost  of  window  washing 

551 —  Payroll 

552 —  Supplies 

553 —  Uniforms  and  laundry 
590 — Cost  of  misc.  service 

FIXED  EXPENSE  GROUP 

600— TOTAL  COST  OF  FIXED  EXPENSE 

610 — Insurance  premiums* 

611 —  Fire  Insurance 

612 —  Tornado  Insurance 

613 —  Liability  and  Property  Damage 
Insurance 

614 —  Compensation  Insurance 

615 —  Boiler  Insurance 

616 —  Elevator  Insurance 

619 — Other  insurance 

620 — Taxes 

621 —  Municipal  and  other  taxes  on  land 
and  building 

622 —  Municipal  and  other  taxes  on  fur¬ 
niture  and  furnishings 

623 —  Regular  assessments  for  use  and 
maintenance  of  private  drives, 
sewers,  street  lighting,  etc. 

630 — Inspection  fees  and  permits 
’Insurance  premiums  are  paid  in  advance 
and  should  be  prorated  for  the  proper  pe¬ 
riod  to  reflect  true  costs. 


DEDUCTIONS  FROM  NET  INCOME  GROUP 

700— TOTAL  DEDUCTIONS  FROM  NET  INCOME 

710 — Interest 

711 —  Interest  on  1st  Mortgage 

712 —  Interest  on  2nd  Mortgage 

713 —  Cumulative  dividends  on  preferred 
stock 

714 —  Interest  on  operating  loans 
720 — Discounts  and  financing  charges 
730 — Ground  rent 

740 — ^Losses  and  damage  (not  insured) 

750 — Losses  and  damage  (insured)  collec¬ 
tions  on  account  of  insurance,  show  in 
red 

760 — Depreciation  Reserves’ 

761 —  Dep.  Res.  Building 

762 —  “  “  Mechanical  Equipt. 

763 —  “  “  Furn.  and  Furn. 

770 — Normal  vacancy  reserves’ 

771 —  Normal  vacancy.  Apartments 

772 —  “  “  Furnishings 

773 —  “  “  Garage 

774 —  “  “  Stores  &  shops 

775—  “  “  Offices 

779 —  “  “  Misc.  (signs,  etc.) 

790 — Misc.  other  deductions 
’These  items  must  of  course  be  arbitrarily 
established  and  serve  to  stabilize  income. 
To  be  offset  by  actual  deductions  shown  in 
accts.  860  and  870. 

EXPENDITURES  ON  CAPITAL  ACCOUNTS 
GROUP 

800— TOTAL  CAPITAL  EXPENDITURES 

810 — Payment  on  account  of  mortgage  prin¬ 
cipal 

811 —  Payments  on  acct.  1st  Mtg.  prin. 

812—  “  “  “  2nd  “ 

813 —  Retirement  of  preferred  stock 
820 — Special  taxes  and  benefit  assessments 
830 — Original  purchase  of  Furniture  and 

furnishings 

840 — Original  purchase  of  Mechanical  Equipt. 
850 — Original  cost  of  additions  to  bldg. 

860 — Replacement  purchases  (charged  to  de¬ 
preciation  reserves)* 

861 —  Replacement  purchases,  building 

862—  “  “  Mech.  Equipt. 

863 —  “  “  Furn.&Furn. 

870 — Collection  losses  and  actual  vacancies* 

(to  be  charged  against  vacancy  reserve) 

871 —  Actual  losses  and  vacancy,  Apts. 

872 —  “  “  “  “  Fum. 

873 —  “  “  “  “  Garage 

874 —  “  “  “  “  Stores 

875—  . .  “  Offices 

879— .  Misc. 

(signs,  etc.) 

890 — Other  capital  expenditures 

*To  be  used  to  offset  reserves  set  up  under 

accts.  760  and  770. 

Still  another  group  (700)  included  items 
which  were  not  concerned  with  manage¬ 
ment,  being  dependent  upon  financing  and 
ownership.  The  items — interest,  financing 
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charges,  ground  rent,  and  arbitrary  de¬ 
preciation  deductions,  etc.,  are  termed  “de¬ 
ductions  from  net  income." 

Another  group  (800)  was  provided  for 
items  properly  classified  as  “capital  ex¬ 
penditures.” 

The  tables  given  elsewhere  in  this  ar¬ 
ticle,  showing  the  numbers  assigned  to 
each  classification  of  income  and  expense, 
is  self  explanatory.  Attention  should  be 
called  to  the  fact,  however,  that  even 
though  an  extremely  detailed  classification 
is  provided,  it  is  easy  to  learn  and  quite 
conveniently  summarized  into  any  desired 
combinations. 

For  instance.  Account  444,  to  the  initi¬ 
ated,  is  interpreted  thus :  The  first  “4,”  or 
hundreds  figure,  indicates  that  it  is  some 
repair  item.  The  second  “4”  further  clas¬ 
sifies  it  as  repairs  to  some  sort  of  mechan¬ 
ical  equipment.  The  final  or  unit  “4”  iden¬ 
tifies  the  mechanical  equipment  as  the 
electrical  system.  If  it  is  desired  simply 
to  compare  total  repairs  for  ,one  period 
with  those  of  another,  it  would  be  neces¬ 
sary  to  include  only  items  beginning  with 
4.  If,  on  the  other  hand,  an  analysis  of 
repairs  to  mechanical  equipment  were  de¬ 
sired,  all  items  beginning  with  44  would 
have  to  be  summarized.  A  detailed  break¬ 
down  of  mechanical  equipment  would,  of 
course,  require  the  classification  all  the 
way  to  the  units  figure.  In  other  words. 
Account  440  is  a  sub-total  of  classifications 
from  441  to  449,  while  Account  400  is  a 
total  of  all  repair  items. 

This  method  is  now  used  to  classify  ex¬ 
penses  of  thousands  of  buildings,  enabling 
comparisons  not  only  with  previous  ex¬ 
perience  in  the  same  building  but  with  all 
other  buildings  using  the  same  classifica¬ 
tion  after  the  data  have  been  reduced  to  a 
common  denominator. 

While  most  of  the  buildings  using  this 
classification  are  of  the  apartment  type, 
it  serves  equally  well  for  other  types,  from 


office  buildings  to  commercial  garages. 
The  units  by  which  comparable  measure¬ 
ments  are  possible  may  vary.  In  the  case 
of  apartments,  a  square  foot  of  rentable 
area,  modified  in  some  respects,  has  been 
found  much  more  effective  than  the  room, 
or  percentage  of  gross  income  basis.  The 
question  of  common  denominators,  how¬ 
ever,  is  a  large  one  in  itself  and  not  within 
the  scope  of  this  article. 

The  ease  with  which  items  can  be  classi¬ 
fied  by  this  method  is  apparent  from  the 
illustrations  of  a  typical  invoice  on  a  fol¬ 
lowing  page.  The  best  time  to  classify  an 
item  is  naturally  when  the  greatest 
amount  of  information  is  available — when 
the  invoice  is  approved.  In  addition  to 
the  regular  approval,  it  is  necessary  to 
note  only  the  classification  number  and 
later  show  this  number  on  all  records  of 
expenditures  in  the  case  of  management 
agencies,  usually  the  monthly  statement. 

A  good  example  of  a  very  effective 
method  of  originally  recording  expense 
items  is  the  statement  form  designed  by 
Real  Estate  Analysts,  Inc.,  for  the  Uni¬ 
versity  of  Chicago.  On  this  form  the 
totals,  by  major  groups,  provide  all  the 
data  necessary  for  all  practical  compari¬ 
sons.  If  it  is  desired  to  study  any  group 
in  further  detail,  it  is  only  necessary  to 
distribute  the  items  appearing  in  that  par¬ 
ticular  column,  in  accordance  with  either 
the  second  or  final  figures  shown  in  the 
classification  column. 

The  analysis  sheet  of  the  Albert-Wenz- 
lick  Real  Estate  Co.,  shown  on  another 
page,  provides  for  the  recording  of  oper¬ 
ating  experience  in  accordance  with  this 
decimal  classification  in  a  very  convenient 
and  economical  way.  Four  years  operating 
experience  on  one  property  can  be  shown 
on  one  sheet — ^two  years  on  the  front  and 
two  years  on  the  reverse  side.  In  addition 
to  its  value  for  comparisons,  the  annual 
totals  taken  from  this  sheet  are  all  that  is 
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required  in  reporting  net  income  from  real  income  and  expenditures  incident  to  the 
estate  in  schedule  B  of  the  Federal  income  management  of  real  estate  should  assist 
tax  return.  materially  in  its  widespread  use.  It  is  not 

When,  in  a  subsequent  issue,  the  ques-  claimed  that  this  classification  includes  all 
tion  of  common  denominators  is  taken  up,  that  is  desirable.  It  is  the  one  most  gen- 
the  value  of  this  “common  language”  will  erally  used,  however;  and  since  standard- 
be  still  more  appreciated.  Possibilities  of  ization  and  uniformity  are  so  desirable, 
comparison  by  this  method  are  unlimited,  it  is  hoped  that  it  will  finally  become  an 
The  simplicity  with  which  it  can  be  important  part  of  the  “common  language” 
adopted  by  anyone  recording  the  routine  of  real  estate. 


Monthly  Statement  of  Income  and  Expense 


Aparfruents . Sq.  Ft. 

Garage . Sq.  Ft.  Apartments  vacated  this  month 

Stores . Sq.  Ft.  Apartments  rented  this  month  .  . 

Offices . Sq.  Ft.  I.<ea8e8  expirina  next  month.  . .  .  , 


Description 

Xo. 

Units 

Receipts 

Rents — Apartments 

Rents — Furnishings 

Rents — Garage 

Rents — Offices 

Rents — Miscellaneous 

Total  Rents 

Last  month’s  delinquency 

This  month’s  deposits 

Advance  from  Owner 

Gross  Expected  Returns 

Vacancy — Apartments 
Manaaer’s  Apartment 
Vacancy — Furnishings 
Vacancy — Garages 
Vacancy — Offices 

Total  Vacancies 
This  month’s  delinquency 
This  month’s  concessions 
This  month’s  loss  in  collection 
Last  month’s  deposits 
Total  Deductions 
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Apart  iiipnts . Sq.  Ft. 

Garage . Sq.  Ft. 

Storea . Sq.  Ft. 

Offices . Sq.  Ft. 


Apartments  vacated  this  month. 
Apartments  rented  this  month.  . 
Leases  expiring  next  month . 


Total  Amount 

Annual 

From . 

Rate 

To . 

PerSq.  Ft. 

ICK  l»«AL  MTATB  CO. 
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Unit  Cost  vs.  Unit  Consumption 

By  James  C.  Downs,  Jr. 


UNTIL  the  advent  of  the  “New  Deal” 
with  its  NRA  codes  and  cost-upping 
devices  of  one  sort  or  another,  the 
cost  of  controllable  items  in  the  expense 
budget  of  the  building  operator  had  come 
down  nicely — in  fact  had  come  down  very 
nearly  in  proportion  to  income. 

Unfortunately  for  the  building  owner 
a  great  percentage  of  his  expense  cannot 
be  controlled  by  the  astute  purchasing 
agent.  Taxes,  water,  electricity,  and  gas 
are  not  subject  to  competitive  influences 
such  as  supply  and  demand ;  and  when  in¬ 
come  drops  off  the  building  owner  must 
continue  to  pay  whatever  municipalities 
and  utilities  assess  him — a  regrettable  but 
factual  condition. 

The  attention  of  the  Property  Manager 
as  a  purchaser  therefore  has  been  cen¬ 
tered  upon  such  items  as  decorating,  re¬ 
pairs,  wages,  materials,  and  supplies.  In 
these  classifications  he  heckled  and  chis¬ 
eled  to  lower  unit  costs  with  some  suc¬ 
cess — at  least  to  the  point  where  he  could 
confidently  claim  to  his  client  that  he  was 
buying  as  cheaply  as  possible  and  was 
paying  as  low  wages  as  he  dared.  Al¬ 
though  net  income  was  not  satisfactory, 
the  Property  Manager  felt  he  was  doing 
everything  possible  to  stave  off  what  then 
looked  like  inevitable  bankruptcy. 

Then  came  the  codes.  Coal  men  formed 
a  corporation  to  fix  the  price  of  their 
products — up,  of  course.  Labor  pricked  up 
its  ears  and  foisted  new  agreements  on 
contractors.  Makers  of  materials  and  sup¬ 
plies,  anxious  to  recuperate  from  long 
years  of  price-cutting,  raised  their  prices 
substantially,  blaming  increased  costs  un¬ 
der  their  codes.  The  unit  costs  of  con¬ 
trollable  expenses  which  the  Property 


Manager  had  striven  so  valiantly  to  lower 
were  slipping  away  from  him  and  al¬ 
though  he  was  spending  more  time  than 
ever  searching  for  bargains  they  were  be¬ 
coming  more  and  more  elusive. 

Your  author  does  not  represent  that 
gross  earnings  or  income  properties  have 
not  improved  on  the  whole  since  the  “New 
Deal”  came  in,  but  whatever  improvement 
there  has  been  in  occupancy  (because 
prices  have  not  gone  up)  has  not  offset 
the  increase  in  expense.  With  buildings 
better  occupied  and  despite  the  Property 
Manager’s  increased  vigilance  over  ex¬ 
penses,  the  owner’  check  at  the  end  of  the 
month  has  not  appreciably  increased,  if  at 
all. 

The  solution  to  this  apparent  dilemma 
is  lower  unit  consumption.  In  the  past 
few  years  the  building  manager  has  rea¬ 
soned  thus : 

“Building  ‘A’  burns  1,000  tons  of  coal  a  year. 
In  1929  that  coal  cost  me  $7.50  per  ton  and  in 
1933  it  cost  me  $6.50.  I  have  saved  $1,000.00.” 

Actually  the  building  manager  saved 
nothing  since  he  used  1,000  tons  of  coal  in 
both  years.  The  miner,  the  mine  operator, 
the  railroad  employee,  the  truck  driver, 
and  the  coal  dealer  simply  combined  to 
contribute  $1,000.00  to  the  building  which 
the  manager  set  up  as  a  saving  due  to  his 
sagacity. 

In  1934  however  let  us  say  that  the  price 
of  coal  is  $7.75.  The  manager  has  lost 
his  contribution  from  the  associated  coal 
handlers  and,  moreover,  is  forced  to  con¬ 
tribute  $250.00  to  their  “New  Deal”  pros¬ 
perity.  His  sagacity  has  evaporated  but  he 
is  still  able  to  claim  confidently  to  his 
client  that  he  has  exhausted  the  possibili¬ 
ties  for  saving  and  that  coal  cannot  be 
bought  anywhere  cheaper  than  $7.75  per 


Unit  Cost  vs.  Unit  Consumption 


47 


ton.  As  an  extended  effort,  perhaps  the 
manager  will  buy  a  stoker  and  use  the 
same  amount  of  tonnage  at  $5.00  per  ton 
and  will  then  again  claim  that  he  has  saved 
money.  Even  in  that  case  there  is  no  ac¬ 
complishment  on  the  part  of  the  manager 
since  all  he  has  done  is  to  buy  the  brains 
of  an  engineer  plus  the  equipment  of  a 
manufacturer. 

The  only  sound  claim  management  can 
make  for  having  saved  money  in  heating  is 
to  reduce  tonnage  by  increased  efficiency 
of  operation  of  the  heating  plant  as  it  then 
exists.  The  purchase  of  equipment  to  fur¬ 
ther  that  end  is  of  course  advisable,  and  in 
many  cases  profitable,  but  unless  a  heat¬ 
ing  plant  is  100%  automatic,  the  manage¬ 
ment  should  concern  itself  with  creating 
greater  efficiency  in  the  human  element. 

Even  in  this  machine  age  in  which 
technocracy  was  born,  the  building  oper¬ 
ator  will  find  that  over  half  of  his  con¬ 
trollable  expense  goes  to  labor.  Decorat¬ 
ing,  repairs,  elevators,  and  even  heating 
(because  it  not  only  requires  labor  but 
labor  controls  the  fuel  consumption) — all 
are  well  over  fifty  percent  labor.  Now  since 
labor  assumes  such  proportions  in  the  ex¬ 
pense  dollar  it  should  likewise  be  given  a 
place  of  equal  importance  in  the  super¬ 
visory  and  purchasing  activity  of  the 
building  manager.  If  he  can  definitely  as¬ 
sure  himself  that  when  he  pays  $1.00  an 
hour  for  a  laborer  that  that  laborer  is 
giving  as  skilled  and  as  voluminous  pro¬ 
duction  as  can  be  obtained  at  that  price, 
then  and  only  then  has  he  fulfilled  his  obli¬ 
gation  to  save  his  owner’s  funds. 

A  few  proved  methods  of  producing 
lower  unit  consumption  in  the  various  de¬ 
partments  of  controllable  expense  are  out¬ 
lined  in  the  next  several  paragraphs. 

Heating 

Prior  to  making  an  effort  to  reach  the 
human  element  in  the  boiler  room,  much 


can  be  accomplished  in  the  way  of  saving 
by  the  installation  of  modern  scientific 
equipment,  draft  controls,  stokers  or  other 
firing  devices,  coal  handling  equipment — 
everything  that  can  be  capitalized  on  labor 
savings  as  well  as  fuel  savings  should  be 
installed. 

The  most  valuable  weapon  in  the  hands 
of  the  Property  Manager  in  his  effort  to 
control  the  human  element  is  the  competi¬ 
tive  instinct  between  men  and  buildings. 
It  is  the  truth  that  fuel  saving  can  be  ac¬ 
complished  simply  by  publishing  the 
monthly  heating  record  of  each  manager 
or  janitor  as  compared  with  his  contem¬ 
porary.  The  minute  an  engineer  notes  that 
his  daily  fuel  consumption  is  being 
watched  by  the  executives  in  charge  of  the 
operation  of  buildings  he  will  at  once  take 
a  new  interest  in  the  amount  of  coal  or  oil 
his  building  consumes.  A  simple  printed 
form  can  be  supplied  to  each  building  on 
which  the  engineer  or  janitor  can  record 
his  fuel  receipts  at  the  building  as  well  as 
his  daily  consumption.  At  the  end  of  each 
month  these  forms  should  be  forwarded  to 
the  executive  in  charge  of  maintenance 
who  will  in  turn  reduce  the  fuel  consump¬ 
tion  to  some  common  denominator  of  com¬ 
parison  such  as  square  feet  of  radiation. 

Because  of  the  great  variance  in  the 
efficiency  of  heating  plants  it  is  not  al¬ 
ways  possible  for  an  engineer  in  a  building 
of  100,000  square  feet  of  radiation  to 
reach  the  same  cost  per  square  foot  as  an¬ 
other  engineer  in  a  building  which  also 
contains  100,000  square  feet  of  radiation. 
For  this  reason  the  most  adequate  basis 
of  producing  efficiency  in  any  particular 
plant  is  to  review  the  fuel  consumption  of 
the  past  three  years  in  actual  tonnage  or 
gallonage  of  fuel.  When  this  average  an¬ 
nual  consumption  is  obtained  it  should  be 
divided  by  the  total  average  degree  days 
in  the  heating  seasons  reviewed.  This  will 
indicate  an  average  cost  per  degree  day. 
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For  those  who  may  not  have  been  ac¬ 
customed  to  making  fuel  comparisons  on 
a  degree  day  basis  it  might  be  well  to  de¬ 
fine  that  term.  A  degree  day  is  the  differ¬ 
ential  between  a  decided  inside  tempera¬ 
ture  and  an  actual  outside  temperature 
when  the  said  outside  temperature  is  lower 
than  the  decided  heating  temperature.  For 
instance:  if  the  decided  inside  tempera¬ 
ture  is  70  degrees  Fahrenheit  and  the  out¬ 
side  temperature  on  a  given  day  is  40  de¬ 
grees  Fahrenheit  then  that  day  is  counted 
as  30  degree  days.  After  obtaining  the 
average  fuel  consumption  per  degree  day 
as  outlined  above  it  will  be  possible  for  the 
supervisor  of  heating  to  establish  a  budget 
of  fuel  to  be  used  for  days  of  any  certain 
temperature.  Thus  we  will  find  that  if  the 
average  fuel  consumption  is  10  pounds  per 
degree  day  the  budget  would  call  for  300 
pounds  if  the  outside  temperature  were  40 
degrees  and  would  call  for  700  pounds  if 
the  outside  temperature  were  zero. 

In  establishing  the  individual  budget 
for  each  building  it  is  advisable  to  take  off 
10%  from  the  actual  record  of  the  past 
three  years  in  order  that  the  budget  as 
levied  may  represent  an  attempt  at  a  10% 
fuel  saving.  When  the  budget  is  finally 
prepared  it  should  be  framed  and  hung  in 
each  boiler  room  and  will  serve  as  a  daily 
guide  for  each  engineer.  The  fuel  con¬ 
sumption  and  the  degree  days  are  to  be 
based  on  an  average  for  24  hours  from 
noon  of  each  day.  The  average  tempera¬ 
ture  can  easily  be  determined  in  large 
cities  by  consultation  with  either  newspa¬ 
pers  or  the  government  meteorological 
survey. 

After  a  budget  has  been  levied  on  each 
individual  property,  comparisons  may 
then  be  made  on  several  different  bases 
in  order  to  assure  the  supervisory  execu¬ 
tives  that  they  are  using  equitable  and 
comparable  facts.  For  example: 


1.  B.  T.  U.  consumed  per  degree  day  per  1,00% 
cubic  feet  of  building  content  per  period  listed. 
Because  one  building  may  be  burning  Poca¬ 
hontas  Mine  Run  coal  which  averages  15,000  B. 
T.  U.  and  another  may  be  burning  Indiana 
Screenings  which  may  run  13,500  B.  T.  U.  this 
method  will  serve  to  equalize  the  differential  in 
fuel. 

2.  Pounds  of  coal  or  gallons  of  fuel  burned 
per  degree  day  pei'  1,000  cubic  feet  per  period 
listed.  This  will  serve  as  a  comparative  com¬ 
mon  denominator  on  buildings  where  like  fuel  is 
being  burned. 

3.  B.  T.  V.  per  degree  day  per  1,000  cubic  feet 
required  for  each  degree  of  heating.  It  would 
seem  at  first  glance  that  this  would  more  or 
less  duplicate  factor  No.  1.  However  this  is 
valuable  in  that  a  failure  of  agreement  between 
factors  Nos.  1  and  3  will  Immediately  indicate 
faults  in  the  operation  of  plant  equipment. 

In  order  accurately  to  compare  the  ac¬ 
tual  heating  cost  of  one  building  with  an¬ 
other  on  any  of  the  above  three  factors,  it 
is  necessary  to  set  up  a  standard  require¬ 
ment  of  fuel  consumed  to  heat  hot  water. 
This  hot  water  fuel  requirement  must  of 
course  be  adjusted  when  new  equipment, 
particularly  showers,  are  installed.  More¬ 
over  it  must  be  adjusted  for  winter  and 
summer  consumption  due  to  the  increased 
hot  water  load  on  shower  baths  during  the 
summer. 

A  system  of  executive  recognition  and 
supervision  of  heating  merits  and  demer¬ 
its  as  recited  above  can  be  installed  and 
carried  on  by  a  supervisory  executive  with 
ordinary  schooling  in  the  technique  of 
heating  operation.  It  is  more  desirable 
however  (if  there  are  sufficient  number  of 
properties  to  warrant  the  expenditure)  to 
retain  a  technical  supervisor  who  will  be 
able  not  only  to  review  the  figures  with 
the  supervisory  executive  but  who  can  put 
his  finger  on  the  technical  difficulties 
which  are  revealed  by  the  reports.  For  in¬ 
stance  :  if  it  is  found  from  a  review  of  the 
budget  and  actual  figures  on  any  particu¬ 
lar  plant  that  notwithstanding  the  effi¬ 
ciency  of  operation  of  the  equipment,  there 
is  a  tendency  toward  large  steam  usage 
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by  the  house,  then  this  technical  super¬ 
visor  will  be  immediately  available  to 
make  an  analysis  of  the  existing  conditions 
to  determine  the  cause  of  the  debility. 

Decorating 

In  the  metropolitan  area  of  Chicago 
which  is  controlled  by  several  closely  knit 
locals  in  the  Painters  &  Paper  Hangers 
International  Union,  let  us  assume  that  at 
the  present  time  labor  represents  approxi¬ 
mately  65%  of  the  costs  of  decoration. 
Under  the  present  system  of  unionized 
help  all  men  who  can  stand  up  and  wield 
a  brush  are  to  be  paid  a  flat  scale  of  $1.33 
per  hour.  This  allows  for  no  differential 
in  the  skill  and  productivity  of  the  indi¬ 
vidual  mechanic,  which  in  itself  is  reductio 
ad  absurdum. 

It  is  not  necessary  for  the  building  oper¬ 
ator  to  subscribe  to  this  theory  inasmuch 
as  he  has  the  opportunity  (when  engaging 
painters  for  his  own  crew)  of  selecting 
men  whom  he  knows  can  produce  a  maxi¬ 
mum  amount  of  work  in  a  superior  tech¬ 
nique.  The  only  method  of  making  certain 
that  you  have  the  best  in  painters  is  con¬ 
stantly  to  conduct  trials  which  are  timed 
for  production  and  inspected  for  perfec¬ 
tion.  It  is  to  be  recommended  that  every 
operator  have  a  definite  schedule  for  such 
timing  and  such  inspection.  After  an  ac¬ 
cumulation  of  the  facts  of  such  investiga¬ 
tion  it  will  be  comparatively  easy  for  any 
supervisory  executive  to  determine  an 
average  of  good  production  which  may  be 
laid  down  as  a  pattern  for  painting  per¬ 
sonnel. 

In  recent  years  many  management  or¬ 
ganizations  have  “gone  scientific.”  Chief 
among  the  fetishes  of  this  movement  is 
their  desire  to  standardize  on  one  certain 
grade  of  paints  and  enamels. 

To  digress  for  a  moment:  regardless  of 
all  of  the  hullabaloo  and  promotional  an¬ 
tics  of  the  manufacturers  of  the  so-called 


lower  priced  automobiles  it  is  a  virtual 
certainty  that  anyone  who  buys  any  of 
these  cars  will  get  a  good  automobile.  This 
is  also  true  of  paint.  If  a  purchasing  agent 
for  a  management  company  confines  him¬ 
self  to  paint  made  by  reputable  manufac¬ 
turers  and  of  a  single  standard  of  quality 
(there  is  certainly  not  a  great  variance  in 
the  unit  cost)  he  will  probably  in  no  case 
buy  any  bad  paint. 

It  is  a  well-known  fact  that  the  pro¬ 
ductivity  of  a  painter  is  in  large  measure 
dependent  upon  his  satisfaction  with  the 
material  he  is  using.  Experimentation  has 
revealed  to  many  operators  that  while  one 
group  of  painters  claim  that  Paint  “A”  is 
extremely  difficult  to  brush  on,  another 
group  of  painters  will  claim  that  paint 
“A”  works  so  easy  they  can  hardly  re¬ 
strain  themselves  from  singing  and 
whistling  in  its  application.  With  labor 
representing  65%  of  the  total  cost,  it 
would  seem  economic  to  give  the  painting 
crew  the  paint  they  like  the  best.  With 
it  they  will  do  more  and  better  work ;  but, 
with  a  paint  they  do  not  like  they  will 
have  many  pet  grievances  with  which  to 
alibi. 

It  is  unfortunate  indeed  that  there  has 
been  built  up  in  the  minds  of  property 
managers  (partly  by  smart  advertising 
and  sales  work  of  paint  companies  and 
largely  by  antiquated  precedent)  the  feeling 
that  interior  painting  is  a  maintenance  ex¬ 
pense.  Any  boy  who  has  been  in  the  busi¬ 
ness  for  six  months  or  over  could  easily 
determine  that  there  is  no  rational  rela¬ 
tionship  between  the  necessity  for  paint¬ 
ing  and  the  amount  of  painting  actually 
done.  Interior  decoration  is  a  sales  ex¬ 
pense  and  is  absolutely  so,  for  these  rea¬ 
sons: 

1.  The  essential  purposes  of  painting  are  pro¬ 
tection  and  beautification.  Once  an  inside  wall 
is  painted  properly  it  is  protected  in  all  prob¬ 
ability  for  the  life  of  the  building.  In  so  far  as 
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beautification  is  concerned  the  decoration  of  an 
interior  wall  in  a  proper  tone  of  ivory  is  what, 
in  the  opinion  of  the  masses,  would  be  called 
beautification. 

2.  It  is  to  be  admitted  that  more  decorating 
is  done  when  the  market  is  weak  and  buildings 
can  less  afford  decoration  than  when  the  market 
is  strong  and  buildings  can  best  afford  decora¬ 
tion.  Reason:  Sales. 

3.  It  is  admitted  that  in  many  cases  a  truly 
beautified  room  is  repainted  because  a  tenant 
desires  another  color.  Reason:  Sales. 

4.  It  can  be  proved  that  a  wall  properly  pre¬ 
pared  and  painted  in  accordance  with  good 
specifications  can  be  washed  and  restarched  al¬ 
most  ad  infinitum  or  at  least  for  from  five  to  eight 
years.  Now  it  is  also  agreed  that  the  average 
painting  job  in  an  apartment  building  does  not 
remain  on  the  walls  longer  than  the  life  of  the 
tenant  which  on  the  average  in  urban  com¬ 
munities  is  slightly  less  than  three  years.  Rea¬ 
son:  Sales. 

For  the  reason  that  paint  is  therefore 
not  generally  used  in  the  idealistic  sense 
which  manufacturers  conjure  up  before 
purchasing  agents,  it  would  seem  inadvis¬ 
able  to  purchase  paints  of  the  very  best 
qualities.  The  building  operator  who 
would  rationalize  the  relationship  between 
materials  and  wear  required,  must  not 
make  the  mistake  of  buying  a  material 
which  will  last  ten  years  and  only  be  used 
three. 

In  the  next  issue  of  this  Journal  the 
writer  will  publish  a  schedule  of  normal 
production  for  painters  and  paper  hangers 
together  with  the  amount  of  materials  nec¬ 
essary  to  cover  various  surfaces. 

Repairs 

There  are  two  substantial  factors  which 
make  it  difficult  to  conserve  both  labor  and 
materials  in  the  general  repairs  of  a  build¬ 
ing.  In  the  first  place  the  janitor  or  engi¬ 
neer  can  be  counted  upon  to  ask  for  the  re¬ 
placement  of  tools  or  parts  before  they  are 
completely  worn  out.  The  old  adage,  “a 
new  broom  sweeps  clean,”  should  be 
amended  to  “it  is  easier  to  sweep  clean 
with  a  new  broom.” 

The  secret  of  cutting  unit  consumption 


of  tools  of  every  sort  lies  in  their  inspec¬ 
tion  by  the  manager  before  replacement. 
If  a  janitor  requisitions  a  new  mop  his 
requisition  should  be  accompanied  by  the 
old  mop  in  order  that  whoever  does  the 
purchasing  can  determine  whether  it  is 
needed.  This  practice  should  be  followed 
in  the  case  of  faucets,  gaskets,  brooms, 
shovels,  etc.  If  the  replacement  is  in  con¬ 
nection  with  machinery  which  cannot  be 
brought  to  the  office  the  manager  should 
go  to  the  scene  of  the  replacement  for  a 
personal  inspection. 

The  loss  of  equipment  by  employees  rep¬ 
resents  at  least  a  portion  of  the  unit  con¬ 
sumption  of  any  building.  Aside  from  in¬ 
sisting  that  worn  out  tools  be  presented 
before  new  ones  are  ordered,  the  loss  of 
equipment  may  be  controlled  by  a  monthly 
inventory  of  all  tools  and  equipment  on 
hand.  A  quick  method  of  handling  such 
an  inventory  of  tools  is  to  have  one  central 
tool  rack  upon  which  tools  are  hung.  On 
this  rack  the  outline  of  each  tool  should  be 
painted  in  a  bright  color  so  that  when  the 
monkey-wrench  is  off  its  hook  the  in¬ 
spector  will  see  the  bright  red  facsimile  of 
a  monkey-wrench  on  the  board.  This  will 
call  for  the  custodian’s  explanation  of 
where  the  tool  is. 

The  ordinary  run  of  repairs  in  any 
building  are  standard.  New  belts  are  re¬ 
quired  for  refrigerators,  new  seats  for 
faucets,  new  diaphrams  for  toilet  valves, 
etc.  In  an  audit  of  the  average  building 
you  will  find  a  score  of  cash  slips  from 
hardware  stores  indicating  that  the  jani¬ 
tor  has  made  several  trips  each  week  to 
pick  up  this  or  that  standard  part  for  a 
standard  repair.  To  offset  this  loss  of 
time  and  delay  in  the  completion  of  rou¬ 
tine  jobs  every  building  should  maintain 
a  small  store-room  where  a  reasonable  in¬ 
ventory  of  standard  repair  parts  are  kept. 

A  method  of  keeping  these  parts  which 
has  proved  a  great  convenience  and  a  time 
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saver  is  to  use  large  and  small  glass  mason 
jars  as  containers.  These  jars,  when 
properly  capped,  prevent  moisture  from 
rusting  any  of  the  materials  and  at  the 
same  time  give  the  engineer  the  facility  of 
quick  visibility. 

A  discussion  of  the  conservation  of  sup¬ 
plies  and  the  efficiency-izing  of  cleaning  la¬ 
bor  will  be  included  in  a  subsequent  issue 
of  the  Journal.  Until  then  let  it  suffice  to 
say  that  unit  consumption  of  supplies  can 
be  materially  reduced  by  rationing  them 
to  employees.  Waste  is  not  particularly 
abhorrent  to  employees  who  have  no  sel¬ 
fish  interest  in  conservation.  If  on  the 
other  hand  you  know  that  a  quart  of  soap 
powder  will  provide  a  sufficiently  soapy 


suds  to  cover  500  square  feet  of  corridor 
space  and  if  you  ration  out  that  much  soap 
powder  to  the  scrub  woman  who  is  under¬ 
taking  to  scrub  that  much  space — ^then  she 
will  be  interested  in  stretching  the  soap 
powder  to  cover  that  area.  If  she  used  it 
all  on  the  first  400  feet  it  would  be  so  much 
harder  for  her  to  work  without  the  bene¬ 
fits  of  a  detergent. 

It  is  in  the  prosecution  of  our  necessity 
to  reduce  unit  consumption  that  the  real 
science  of  building  maintenance  will  be 
born.  The  opportunities  for  experience 
exchange  presented  by  this  Journal  will 
enable  each  of  us  to  make  the  benefits  of 
our  respective  research  available  to  our 
contemporaries. 


Creative  Management 


By  C.  A. 

CREATIVE  manag-ement,  like  most 
other  man-made  institutions,  is 
usually  the  reflection  of  one  man’s 
ideals  and  knowledge,  based  on  experience. 

His  ability  to  surround  himself  with 
men  of  proven  honesty  and  experience,  and 
his  ability  to  coordinate  these  varied  ex¬ 
periences  into  a  homogeneous,  loyal  or¬ 
ganization,  with  team  work  striving  for 
his  ideals,  makes  for  a  successful  manage¬ 
ment  company. 

“Creative  Management”  covers  such  a 
wide  field  that  this  paper  has  been  pre¬ 
pared  with  the  idea  of  promoting  a  dis¬ 
cussion  and  with  the  hope  that  I  will  get 
as  much  out  it,  or  more,  than  my  own 
contribution. 

My  viewpoint  of  management  comes 
thru  the  operation  of  a  large  management 
company  which,  for  several  years,  has 
managed  property  in  the  City  of  Cleve¬ 
land,  and  at  the  present  time  is  repre¬ 
senting  several  insurance  companies, 
banks  and  individuals.  In  addition,  my 
viewpoint  is  influenced  because  of  my  con¬ 
nection  with  insurance  companies  as  loan 
correspondent  in  the  Ohio  district. 

The  first  essential  in  the  management 
of  income  property  is  an  organization  with 
the  best  possible  personnel,  equipped  with 
a  thorough  understanding  of  the  funda¬ 
mentals  of  property  management,  includ¬ 
ing  the  ability  to  accomplish — 

1.  stabilized  occupancy  resulting  from  the 
proper  placing  of  tenants  according  to  their 
requirements  and  rent  paying  ability. 

2.  The  possibility  of  securing  higher  rents  for 
property  because  of  the  proper  selection  of 
tenants  who  can  best  pay  the  maximum  rent 
in  each  individual  case. 

3.  Greater  purchasing  power  because  of  quan¬ 
tity  buying. 

4.  Expert  engineering  service  which  is  not  avail- 
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able  to  the  individual  property  because  of  the 
cost. 

5.  Integrity  in  handling  funds  in  trust  for 
others. 

6.  The  successful  management  company  must  be 
financially  responsible  if  it  is  to  secure  the 
confidence  of  its  clients,  and  prospective 
clients. 

7.  A  company  managing  property  for  others 
should  segregate  its  own  cash  from  the  cash 
of  its  clients,  and  should  not  under  any  cir¬ 
cumstances  enter  into  any  thought  of  specu¬ 
lative  transactions. 

8.  The  management  company  should  surround 
itself  with  every  possible  safeguard  to  pro¬ 
tect  the  interests  of  its  clients. 

9.  It  should  not  be  permitted  to  own  or  invest  in 
real  estate,  bonds,  mortgages,  or  other  securi¬ 
ties. 

10.  Every  officer  or  employee  of  the  manage¬ 
ment  company  who  is  responsible  for  the 
handling  of  money  should  be  under  adequate 
bond. 

11.  It  must  be  borne  in  mind  that  a  company 
qualified  to  manage  for  others,  should  at  the 
same  time  be  able  to  show  that  it  can  man¬ 
age  its  own  affairs,  and  it  should  not  only 
have  a  segregated  cash  account  for  its  clients, 
but  should  have  a  cushion  of  cash  invested  in 
its  business  to  protect  its  clients  against  con¬ 
tingencies  which  might  arise. 

12.  To  be  successful  the  manager  must  have  the 
full  cooperation  of  all  real  estate  brokers  in 
the  district  in  which  he  manages  property. 
Several  years  ago  we  adopted  the  policy  of 
paying  the  full  real  estate  board  rates  of  com¬ 
mission  to  outside  brokers  for  placing  ten¬ 
ants  in  properties  managed  by  our  Company, 
and  the  result  has  been  that  we  have  had  fine 
cooperation  and  can  always  expect  that  the 
brokers  will  in  turn  give  us  the  “breaks”  on 
prospective  tenants. 

So  much  for  the  set-up  of  the  manager’s 
organization  to  do  the  job. 

The  management  of  real  estate  does  not 
mean  renting  space  at  any  price  to  pro¬ 
duce  an  income  and  provide  a  percentage 
for  the  services  of  the  manager,  but  rather 
to  produce  the  maximum  net  income  after 
giving  full  consideration  to  the  various 
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factors  entering  into  the  problem.  These 
factors  include  the  following: 

1.  Rentability  and  best  use. 

2.  Cost  of  operation. 

3.  Credit  and  collections. 

4.  Rehabilitation  and  maintenance  to  provide 
the  maximum  economic  return. 

5.  Taxes. 

6.  Insurance. 

7.  Investment. 

The  Best  Rental  Use 

Taking  up  these  factors  individually, 
the  first  question  is ;  what  is  the  best  ren¬ 
tal  use  of  a  property,  and  can  the  property 
in  its  existing  state  and  location  be  made 
to  fit  the  best  use  according  to  the  judg¬ 
ment  of  the  manager. 

A  single  or  two-family  house  should  be 
rehabilitated  consistent  with  available  oc¬ 
cupancy  and  in  accordance  with  the 
amount  of  rent  to  be  obtained,  or  the  logi¬ 
cal  sale  price  in  the  neighborhood.  I  have 
observed  the  rehabilitation  of  houses  being 
overdone  without  any  thought  being  given 
to  the  economic  possibilities  after  the  work 
has  been  done. 

Apartment  houses  can  usually  be  used 
only  as  apartment  houses,  and  do  not  lend 
themselves  to  remodeling  for  a  different 
type  of  use,  so  that  here  again  the  mana¬ 
ger  must  determine  from  the  facts  as  to 
whether  the  best  use  of  the  property  is 
in  the  type  of  suites  as  they  exist  or  in  a 
different  type  of  suite  to  meet  changing 
neighborhood  conditions,  bearing  in  mind 
at  all  times  the  availability  of  tenants  and 
their  rent  paying  ability.  The  manager 
must  determine  what  type  suite  will  bring 
the  greatest  total  income  at  the  lowest 
comparative  operating  expense. 

There  are  many  two-story  combination 
commercial  and  apartment  buildings,  in¬ 
cluding  stores  with  apartments  above  and 
to  the  rear.  It  is  found  in  nearly  all  cases 
that  apartments  above  and  to  the  rear  of 
stores  in  this  type  of  building  are  uneco¬ 
nomic  in  that  an  analysis  of  operating 


costs  indicates  a  loss  as  a  result  of  occu¬ 
pancy  of  such  suites.  Usually  the  opera¬ 
ting  cost,  including  repairs,  exceeds  the 
annual  income.  This  presents  an  entirely 
different  problem  of  producing  net  income 
and  we  have  found  it  to  advantage  to  dis¬ 
continue  the  rental  of  many  apartments 
in  this  type  building,  and  to  seek  commer¬ 
cial  tenants  to  occupy  the  upper  floor  and 
rear  space.  Total  rent  is  usually  some¬ 
what  less,  but  the  operating  costs  are  in¬ 
significant,  producing  a  very  substantial 
percentage  of  increase  in  net  income. 

The  subject  of  rentability  and  best  use 
is  one  requiring  a  great  deal  of  thought 
and  study,  a  thorough  knowledge  of  pop¬ 
ulation  and  the  requirements  of  the  dis¬ 
trict  in  which  each  property  is  located. 

Cost  of  Operation 

Very  closely  associated  with  the  subject 
of  rentability  is  the  cost  of  operation.  It 
must  be  borne  in  mind  that  the  occupancy 
which  produces  the  greatest  gross  rent 
may  not  produce  the  greatest  amount  of 
net  income  because  of  excessive  operating 
expenses  attached  to  that  occupancy.  As  an 
illustration  of  this  I  stated  just  a  moment 
ago  that  it  seems  advisable  to  change  sec¬ 
ond  floor  apartment  space  into  commercial 
use  at  a  lower  gross  income  than  could  be 
obtained  from  the  space  by  renting  it  as 
apartment  suites.  I  recall  a  case  which  has 
just  been  worked  out  in  a  location  where 
the  stores  bring  a  fairly  satisfactory  rent, 
but  the  building  has  a  second  floor  with 
two  suites,  and  the  only  tenants  available 
are  of  the  poorer  type  who  cannot  pay  more 
than  $15.00  per  month  rent.  Assuming 
that  they  can  pay  $15.00,  the  total  income 
per  month  would  be  $30.00  if  the  suites 
were  always  occupied.  Thirty  dollars  per 
month  is  less  than  the  cost  of  operating 
the  second  floor  of  this  building.  The  space 
was  therefore  offered  to  a  commercial  ten¬ 
ant  at  $50.00  per  month,  and  the  lease  pro- 
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vides  that  the  tenant  shall  be  responsible 
for  all  interior  maintenance  work  includ¬ 
ing  repairs  to  windows,  the  owner  being 
required  only  to  maintain  the  exterior  of 
the  property  which  he  would  have  to  do 
in  any  event  and  for  any  ordinary  type  of 
occupancy,  with  the  result  that  instead  of 
a  deficiency  in  the  operation  of  this  second 
floor,  there  is  a  very  definite  net  profit. 

This  is  an  unusual  case.  If  this  second 
floor  had  been  rented  for  any  figure  from 
$10.00  per  month  up,  the  net  income  of 
the  property  would  have  been  greater  than 
renting  the  same  space  for  living  quarters, 
and  in  many  cases  the  net  income  is 
greater  if  such  space  is  kept  vacant  rather 
than  using  it  for  living  quarters,  under 
present  conditions. 

I  have  in  mind  a  case  which  has  recently 
come  to  our  attention  involving  a  building 
which  was  originally  a  three-story  apart¬ 
ment  building  set  back  from  the  street  at 
a  corner  w^hich  has  since  developed  into  a 
fairly  active  business  section.  The  apart¬ 
ment  building  had  one  suite  on  the  first 
floor  and  two  5-room  suites  on  each  of  the 
two  upper  floors.  Eventually  the  business 
frontage  was  built  up  with  a  store  building 
of  one  story  only  and  the  first  floor  of  the 
apartment  building  was  thrown  into  store 
space.  It  develops  that  the  apartment 
building  is  producing  about  $300.00  per 
year  in  collectible  rent  and  the  operating 
cost  of  that  section  of  the  property  is 
$825.00  per  year.  It  is  very  evident  that 
the  apartment  section  of  the  building 
should  be  closed  up  and  at  a  later  date,  if 
it  is  determined  that  it  will  never  produce 
a  sufficient  amount  of  rent  to  operate  it, 
the  upper  two  stories  should  be  removed. 
At  the  present  time  this  particular  prop¬ 
erty  is  producing  in  rent  a  sufficient 
amount  to  pay  operating  expenses,  includ¬ 
ing  taxes  and  insurance  and  in  addition 
$2,145.00  per  year  to  apply  against 
$2,700.00  interest  on  the  first  mortgage. 


The  saving  to  be  effected  by  discontinuing 
the  rental  of  the  apartment  space  would 
add  $525.00  and  increase  the  amount 
available  for  interest  to  $2,670.00  per 
year,  and  a  slight  improvement  in  store 
business  would  therefore  permit  this  prop¬ 
erty  to  pay  interest  and  gradually  build 
up  the  amortization  requirements  and 
eventually  produce  an  equity  for  the 
owner. 

Change  in  Use  and  Set-Up  of  Space 

Quite  often  a  change  in  the  use  and  set¬ 
up  of  space  will  provide  greatly  increased 
net  income.  During  the  boom  days  it  was 
possible  to  get  retail  buyers  to  go  to  the 
second  floor  of  a  building  to  buy  merchan¬ 
dise.  I  have  in  mind  the  case  of  an  office 
building  at  a  busy  corner  in  Cleveland 
where  30  feet  of  Euclid  Avenue  frontage 
was  devoted  to  an  entrance  to  the  second 
floor  store  and  the  income  produced  was 
most  satisfactory,  but  where  changing 
conditions  have  forced  second  floor  mer¬ 
chants  to  the  ground  floor. 

Recently  we  found  it  possible  to  lease 
the  ground  floor  space  formerly  used  as 
an  entrance,  for  ground  floor  store  pur¬ 
poses  at  three  times  the  amount  of  the 
rent  received  for  the  same  ground  floor 
space,  including  the  entire  second  floor  of 
the  building  approximating  10,000  square 
feet  of  space,  and  the  rental  of  this  sec¬ 
ond  floor  will  produce  a  sufficient  amount 
to  increase  the  income  five  times  the  in¬ 
come  received  in  1933. 

Analytic  Surveys 

A  manager  must  have  available  all  the 
facts  pertaining  to  a  property  and  its  use 
and  surroundings  if  he  is  to  create  ideas 
which  will  place  it  on  a  maximum  eco¬ 
nomic  basis.  With  this  in  mind  we  have 
a  subsidiary  corporation,  including  in  its 
make-up  the  experience  of  a  management 
company,  a  real  estate  broker,  and  a  large 
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architectural  engineering  and  construction 
company.  In  this  company  is  produced 
what  we  call  an  analytic  survey  of  the 
property,  including  photograph,  owner¬ 
ship  status,  description,  detailed  informa¬ 
tion  regarding  the  physical  make-up  and 
condition  of  the  property,  an  analysis  of 
taxes,  special  assessments  and  insurance, 
full  information  regarding  mortgages,  re¬ 
habilitation  requirements,  description  of 
space,  occupancy  and  vacancy,  analysis  of 
income  and  expense,  a  general  conclusion, 
and,  eventually,  recommendations  for  the 
development  of  the  property  to  its  maxi¬ 
mum  use  and  production.  These  analytic 
surveys  have  proven  invaluable,  not  only 
in  the  productivity  of  the  property  but  in 
effecting  tremendous  savings  in  expenses. 

There  are  many  small  items  of  expense 
in  the  operation  of  a  property  which  can 
be  eliminated  or  cut  down.  When  consider¬ 
ation  is  given  to  the  theory  of  capitalizing 
the  net  to  secure  an  economic  value,  every 
excess  dollar  of  expense  for  a  year  reduces 
the  economic  value  of  the  property  $10.00, 
using  10%  as  the  factor  for  capitalizing. 
It  is  therefore  evident  that  small  savings 
as  well  as  large  ones  in  the  cost  of  oper¬ 
ating  a  property  are  of  extreme  impor¬ 
tance. 

One  saving  which  is  comparatively  small 
and  yet  of  considerable  importance  is  in 
the  cost  of  furnishing  hot  water.  It  is  not 
generally  knovvm  except  by  experienced 
operators  who  have  studied  the  problem, 
that  in  Cleveland  gas  for  heating  water 
costs  twice  the  amount  that  coal  costs, 
when  coal  is  used  in  the  ordinary  small 
water  heating  boiler.  In  the  larger  prop¬ 
erties  a  much  greater  saving  can  be  made 
by  the  use  of  modern  water  heaters  at¬ 
tached  to  heating  boilers. 

Credits  and  collections  under  existing 
conditions  provide  one  of  the  most  im¬ 
portant  links  in  the  failure  or  success  of 
any  income  property.  Closely  allied  is  the 


question  of  moral  standing  of  tenants.  In 
a  code  of  standard  business  practice  adopt¬ 
ed  by  the  Apartment  House  Owners  As¬ 
sociation  of  Cleveland,  and  made  effective 
Jan.  1,  1934,  the  rules  and  regulations  in¬ 
clude  the  following: 

1.  Application  for  rental  of  apartment  space 
must  be  made  on  a  form  provided  by  the  As¬ 
sociation. 

2.  No  tenant  is  permitted  to  move  into  a  build¬ 
ing  until  he  has  properly  signed  the  simpli¬ 
fied  form  of  lease  prepared  by  the  Association 
for  a  period  of  not  less  than  30  days  (the 
lease  does  not  apply,  of  course,  to  transient 
guests  in  furnished  suites). 

3.  The  tenant  is  required  to  pay  at  least  one 
month’s  rent  in  advance. 

4.  No  free  rent  is  allowed. 

5.  All  rent  must  be  computed  either  from  the 
first  or  the  16th  of  the  month,  and  be  pay¬ 
able  in  advance.  Any  tenant  who  has  not 
paid  his  rent  within  15  days  after  it  is  due, 
must  be  served  an  eviction  notice. 

6.  Each  undesirable  tenant  or  one  who  has 
failed  to  pay  his  rent  must  be  reported  to  the 
Association  on  blanks  furnished  for  that  pur¬ 
pose. 

A  close  arrangement  has  been  worked 
out  between  the  Cleveland  Retail  Credit 
Association  and  The  Apartment  House 
Owners  Association  of  Cleveland  and  the 
Cleveland  Association  of  Building  Owners 
&  Managers,  making  credit  information 
available  to  the  owners  and  managers  of 
income  properties. 

Since  May,  1930,  we  have  secured  a 
credit  report  on  every  rental  and  have  also 
checked  previous  landlords,  where  such 
has  been  possible,  and  have  made  other 
check-ups  as  to  moral  character,  etc.,  with 
the  result  that  our  eviction  cases  have  been 
reduced  to  less  than  half  what  they  were 
formerly  in  spite  of  the  increasing  serious¬ 
ness  of  the  depression  as  time  went  along. 
Too  much  care  cannot  be  given  the  subject 
of  credits  and  collections,  as  a  bad  credit 
resulting  in  loss  of  collections  is  worse 
than  a  vacancy  or  unnecessary  operating 
expense,  and  has  the  same  effect  when  fig¬ 
uring  the  economic  value  of  the  property. 
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In  the  discussion  of  rentability  and  best 
use,  the  subject  of  rehabilitation  and  main¬ 
tenance  was  covered  briefly.  The  rehabili¬ 
tation  of  any  piece  of  improved  property 
should  be  done  only  after  careful  study  of 
the  individual  case,  and  I  should  like  to 
emphasize  the  importance  of  correlating 
the  factors  of  neighborhood  and  trend,  the 
condition  of  the  structure,  the  availability 
of  tenants  and  a  careful  comparison  of  cost 
in  its  relation  to  prospective  income  on  a 
well-studied  and  conservative  basis. 

Taxes 

A  moment  ago  mention  was  made  of  the 
reduction  in  economic  values  caused  by  ex¬ 
cess  expense.  The  greatest  factor  of  excess 
expense  is  that  item  we  are  pleased  to  call 
taxes.  When  the  depression  began  smart 
business  men  immediately  placed  their 
houses  in  order  by  reducing  expenses  and 
placing  their  business  on  an  operating 
basis  to  meet  new  conditions.  The  same 
thing  has  applied  to  the  operation  of  in¬ 
come  real  estate  insofar  as  it  has  been  pos¬ 
sible  to  reduce  expenses,  but  in  the  case 
of  real  estate  there  are  items  such  as  in¬ 
terest  and  other  operating  expenses  which 
cannot  be  pared  down.  A  change  in  values 
has  made  it  possible  to  reduce  insurance 
and  some  items  including  labor  have  been 
somewhat  lower,  but  the  extra  demand  on 
the  part  of  tenants  has  not  tended  to  re¬ 
duce  maintenance  costs.  It  took  public 
officials  a  long  time  to  realize  that  they 
were  not  going  to  collect  as  much  money 
in  taxes  as  they  had  been  accustomed  to 
for  several  years.  An  attempt  was  made 
to  keep  taxes  up,  with  the  result  that  in 
many  cases  real  estate  owners  could  not 
pay,  and  as  time  went  on  there  have  been 
reductions  in  valuations  and  occasionally 
a  reduction  in  rates,  but  I  believe  the  usual 
trend  has  been  rate  increases  from  time  to 
time. 

It  is  time  to  place  our  public  house  in 


order  and  to  do  that  we  must  have  a  new 
system  of  public  expenditures  and  a  new 
system  of  managing  public  business. 

It  is  as  important  for  the  manager  to 
follow  the  tax  situation  as  it  is  to  econ¬ 
omize  on  other  expenses. 

Insurance 

Insurance  is  an  item  of  expense,  which 
should  be  watched  very  closely.  We  re¬ 
cently  completed  an  analytic  survey  of  160 
properties  for  one  of  the  insurance  com¬ 
panies,  and  it  was  found  that  on  the  aver¬ 
age  these  properties  were  over-insured 
about  25%,  meaning  that  premiums  were 
being  paid  for  protection  which  was  not 
available.  We  found  one  case  where 
$25,000.00  fire  insurance  was  being  car¬ 
ried  on  a  building  that  could  be  repro¬ 
duced  for  $12,000.00.  The  owner  of  that 
property  was  paying  premiums  on 
$15,000.00  insurance  which  he  could  not 
have  collected  in  event  of  total  destruction 
of  the  property,  as  the  maximum  he  could 
have  collected  would  have  been  $10,000.00 
or  less.  The  over-insurance  of  $15,000.00 
cost  $52.50  per  year  which,  capitalized  at 
10%,  meant  a  reduction  of  $525.00  in  the  ! 
economic  value  of  the  property. 

Maintaining  the  Investment 

Last  but  not  least,  is  the  item  of  invest¬ 
ment  which  must  be  carried.  There  are 
few  income  properties  comparatively 
which  are  carrying  operating  expenses  in¬ 
cluding  taxes,  and  have  enough  left  over 
to  pay  interest  on  the  mortgages.  In  many 
cases  we  find  that  income  properties  are 
not  producing  a  sufficient  amount  to  pay 
the  interest  on  the  first  mortgage.  This 
presents  one  of  the  most  difficult  problems 
in  the  management  of  such  properties,  as 
the  manager  must  give  consideration  to 
working  the  income  up  gradually  to  a 
point  where  it  will  pay  interest  and  even¬ 
tually  to  a  point  where  it  will  pay  amor-  T 
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tization  requirements.  After  thdt  point 
has  been  reached  he  must  then  plan  on 
securing  sufficient  income  to  build  the 
equity  above  the  mortgage  financing.  This 
seems  like  a  hopeless  task  as  we  view  it 
today,  and  it  is  possible  that  there  are 
many  properties  where  the  desired  goal 
cannot  be  reached.  In  the  case  of  commer¬ 
cial  properties  where  the  rent  is  depen¬ 
dent  upon  purchasing  power,  we  have  laid 
out  a  schedule  in  the  consideration  of  new 
leases  which  will,  over  a  period  of  two  or 
three  years,  reach  the  desired  goal  insofar 
as  interest  is  concerned.  Recently,  how¬ 
ever,  we  have  been  able  to  lift  several  com¬ 
mercial  properties  to  a  point  where  suffi¬ 
cient  income  is  being  produced  at  this 
time  to  pay  operating  expenses,  taxes,  and 
interest;  and  we  are  hopeful  that  this  is 
a  sign  of  what  may  happen  generally  in 
the  near  future. 

Results  Secured  by  Analytic  Surveys 

In  closing  it  may  be  desirable  to  mention 
briefly  some  problems  brought  out  by  the 
analytic  surveys  and  the  solutions  arrived 
at. 

One  property  consisting  of  two  build¬ 
ings  on  a  downtown  corner,  in  a  section  re¬ 
moved  two  blocks  from  the  main  business 
section,  was  operating  at  a  loss  of 
$1,000.00  per  year.  By  tearing  down  the 
west  building  and  leaving  the  corner  build¬ 
ing  only,  operating  savings  were  effected 
which  turned  the  annual  loss  into  a  profit 
of  $3,000.00  per  year. 

In  another  case  the  removal  of  an  old 
wood  building  to  the  rear  of  a  brick  build¬ 
ing,  effected  a  saving  of  90%  in  insurance 
cost,  producing  a  saving  sufficient  to  pay 
one-half  the  interest  on  the  first  mortgage. 

The  change  of  occupancy  in  another 
property  to  meet  neighborhood  conditions 
resulted  in  a  100%  increase  in  gross  in¬ 
come. 


Remodelling  five-room  suites  into  two 
and  three  room  suites  in  an  apartment 
building  will  double  the  gross  income  with 
very  little  increase  in  operating  expenses. 

In  the  case  of  one  large  property  the 
problem  faced  was  extremely  difficult  in 
that  ground  rent  of  $55,000.00  per  year, 
taxes  of  $38,000.00  per  year,  and  oper¬ 
ating  expenses  of  $42,000.00,  totaled 
$135,000.00,  as  fixed  expenses,  against  an 
income  of  $60,000.00  per  year.  This  most 
difficult  problem  required  the  better  part 
of  a  year  to  solve  and  has  been  worked  out 
by  attacking  it  from  every  angle.  It  was 
evident  that  the  type  of  occupancy  in  the 
building  would  not  produce  a  sufficient 
amount  of  income  to  carry  and  it  was 
therefore  determined  that  the  tenancy  of 
all  stores  in  the  building  should  be  re-set ; 
that  all  tenants  except  those  of  the  very 
highest  type  should  be  removed  from  the 
upper  floors.  To  date  the  income  has  been 
increased  to  $90,000.00  per  year  with 
leases  going  up  from  time  to  time;  and 
there  is  a  sufficient  amount  of  vacant  space 
still  available  on  upper  floors  to  provide 
a  considerable  increase  in  income.  The 
ground  is  under  ninety-nine  year  lease 
and  it  has  been  possible  to  effect  a  revamp¬ 
ing  of  this  lease,  reducing  the  ground  rent 
to  $20,000.00  the  first  year,  with  increases 
thereafter.  Operating  expenses  have  been 
reduced  to  $37,000.00  and  taxes  to  $33.- 
000.00,  making  a  total  of  $90,000.00  fixed 
expenses  as  against  a  present  income  ap¬ 
proximating  the  same  amount.  This  pre¬ 
sents  a  problem  which  the  manager  usu¬ 
ally  does  not  handle.  In  this  particular 
case  expert  legal  talent  was  necessary  to 
complete  the  job. 

The  above  are  a  few  of  many  interesting 
problems  which  develop  if  the  manager 
goes  into  the  problem  thoroughly  and  is 
supported  with  all  the  information  neces¬ 
sary  to  work  out  each  case. 


Insurance  Requirements  of  Real  Estate 
Management  Firms 

By  Arthur  G.  Hailand 


IT  would  seem  that  the  first  requirement 
of  a  real  estate  management  firm,  in- 
'  sofar  as  insurance  is  concerned,  would 
be  the  maintenance  of  a  well-informed  in¬ 
surance  department  in  charge  of  a  thor¬ 
oughly  experienced  and  capable  manager. 

The  real  estate  management  business 
has,  particularly  of  late  years,  become  so 
complex  that  the  many  unusual  conditions, 
which  are  constantly  arising,  leave  little 
time  for  the  real  estate  executive  to  do 
anything  but  keep  s^breast  of  his  own  busi¬ 
ness.  These  rapidly  changing  conditions 
in  the  real  estate  business  follow  through 
mostly  in  a  like  degree  into  the  insurance 
business,  so  that  the  real  estate  manage¬ 
ment  executive  must  rely  upon  the  services 
of  a  well-trained  insurance  man  with  a 
complete  knowledge  of  policy  conditions 
and  of  the  application  of  all  of  the  various 
forms  of  insurance  coverages.  In  the 
event  that  the  business  of  the  management 
firm  is  not  large  enough  to  warrant  the 
services  of  an  insurance  man  of  this  type, 
the  next  best  alternative  is  to  put  its  in¬ 
surance  business  in  the  hands  of  a  reliable 
and  competent  insurance  agency  and  de¬ 
pend  upon  this  agency  for  complete  serv¬ 
ice,  keeping  the  agency  fully  informed  at 
all  times  of  the  various  conditions  sur¬ 
rounding  the  management  company’s 
properties  and  operating  conditions,  and 
depending  upon  this  agency  to  keep  the 
various  properties  under  the  management 
firm’s  control  properly  insured  at  all  times. 

The  next  most  important  factor  is  to  se¬ 
cure  the  proper  cooperation  between  the 
various  individuals  in  the  management 
firm,  who  secure  the  management  con¬ 


tracts  and  handle  the  details,  so  that  the 
Insurance  Department  is  at  all  times  fully 
informed  as  to  all  properties  under  man¬ 
agement  and  all  conditions  surrounding 
the  management  contracts,  insofar  as  they 
relate  to  insurance.  It,  therefore,  becomes 
necessary  for  all  of  the  executives,  attor¬ 
neys,  contact  men,  branch  office  managers, 
salesmen,  and  individual  building  manag¬ 
ers,  and  others,  to  become  insurance- 
minded  to  the  extent  that  they  will  discuss 
all  new  projects  and  conditions  with  the 
Insurance  Department.  This,  of  course, 
is  an  office  routine  that  will  have  to  be 
worked  out  entirely  within  the  manage¬ 
ment  institution’s  organization. 

In  covering  this  subject,  consideration 
must  be  given  to  the  fact  that  insurance 
regulations  differ  in  various  territories, 
both  as  regards  State  regulations  and  in¬ 
surance  company  organization  regulations. 
We  will  discuss  the  various  principal  types 
of  insurance  coverages  separately,  both 
from  the  viewpoint  of  the  requirements 
necessary  to  protect  the  insurance  man¬ 
agement  institution,  and  also  from  the 
viewpoint  of  the  necessary  protection  for 
the  properties  under  their  management. 

Fire  Insurance 

This  type  of  insurance,  as  indicated,  in¬ 
sures  against  all  direct  loss  or  damage  by 
fire  (Insurance  against  lightning  is  pro¬ 
vided  for,  in  conjunction  therewith,  with¬ 
out  additional  charge  by  endorsement) 
except  for  certain  exclusions  and  condi¬ 
tions  contained  in  the  insurance  policies. 
In  some  territories,  fire  insurance  policies 
may  also  be  endorsed  without  additional 
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charge  to  insure  against  loss  from  inher¬ 
ent  explosion,  these  properties  being  gen¬ 
erally  single  family  dwellings  or  two 
apartment  buildings,  and  certain  mercan¬ 
tile  or  manufacturing  properties  having 
an  apparent  inherent  explosion  hazard 
where  the  local  rating  organization  will 
publish  fire  insurance  rates  specifying  the 
inclusion  of  the  inherent  explosion  cover¬ 
age  in  connection  with  the  fire  insurance. 

An  important  matter  to  consider  in  con¬ 
nection  with  fire  insurance  is  the  exclu¬ 
sions  and  conditions  of  the  policy  contract. 
A  number  of  the  exclusions  and  conditions 
that  must  be  separately  provided  for  are 
usually  separately  provided  for  in  the 
forms  that  are  attached  to  the  insurance 
policy  itself,  i.  e.,  permission  for  other  in¬ 
surance;  mechanics  to  be  employed  mak¬ 
ing  alterations  and  repairs  for  more  than 
fifteen  days;  to  work  later  than  10:00 
o’clock;  to  use  and  keep  on  hand  articles, 
materials,  and  supplies  necessary  and  inci¬ 
dental  to  the  occupancy  of  the  property, 
etc.,  etc. 

There  are  a  number  of  policy  conditions 
that  are  particularly  important  from  a 
real  estate  viewpoint,  as  follows : 

The  entire  policy  shall  be  void  if  the  interest 
of  the  insured  be  other  than  unconditional  and 
sole  ownership,  or  if  any  change,  other  than  the 
death  of  the  insured,  takes  place  in  the  interest, 
title,  or  possession,  of  the  subject  of  insurance. 

It  is,  therefore,  most  important  that  the 
correct  title  to  the  insured  property  be 
truly  stated  in  the  policy,  also,  that  the  in¬ 
surance  company  accept  notice  by  endorse¬ 
ment  on  the  policy  of  any  mortgage,  trust 
deed,  contract  of  sale,  or  foreclosure  pro¬ 
ceedings  that  might  be  involved.  In  the 
event  of  foreclosure  proceedings,  the  poli¬ 
cies  should  be  immediately  endorsed  to 
that  effect,  and  as  soon  as  Receiver  is  ap¬ 
pointed  or  Master’s  Certificate  of  sale  is¬ 
sued,  the  policies  should  again  be  endorsed, 
showing  the  title  in  the  name  of  the  Re¬ 


ceiver  and/or  the  holder  of  the  Master’s 
Certificate  of  sale,  or  both;  to  be  followed 
with  endorsements  changing  the  title  as 
soon  as  Receiver  is  dismissed  and  the  new 
equity  holder  secures  title  to  the  property. 
These  are  conditions  that  the  Legal  De¬ 
partment  of  the  real  estate  management 
concern  should  bear  in  mind  and  commu¬ 
nicate  immediately  to  the  Insurance  De¬ 
partment. 

The  policy  further  provides  that  if  the 
insured  property  be  or  become  vacant  or 
unoccupied  and  so  remain  for  ten  days,  or, 
if  a  manufacturing  establishment  ceases 
to  be  operated  for  more  than  ten  consecu¬ 
tive  days,  the  insurance  becomes  void.  In 
most  territories,  the  insurance  forms  at¬ 
tached  to  the  policies  extend  these  periods 
of  time;  however,  it  is  most  important 
that  the  Renting  Department  keep  the  In¬ 
surance  Department  advised  at  all  times 
of  all  properties  that  are  vacant  or  inoper¬ 
ative  for  a  longer  period  of  time  than  is 
provided  for  in  the  policy  contract  in  that 
particular  territory,  in  order  that  the  In¬ 
surance  Department  might  arrange  for 
endorsements  on  the  policies  extending  the 
period  of  vacancy  or  inoperation. 

The  policy  also  provides  that  insurance 
shall  be  void  if  the  subject  of  insurance  be 
a  building  on  ground  not  owned  by  the  as¬ 
sured  in  fee  simple,  and  further  that  the 
insurance  companies  shall  have  the  right 
of  subrogation  in  the  event  of  payment  of 
a  claim  that  may  have  been  caused  by  the 
act  or  neglect  of  others.  These  conditions 
should  be  called  to  the  attention  of  the  In¬ 
surance  Department,  so  that  in  all  in¬ 
stance  where  buildings  stand  on  leased 
ground,  or  where  the  property  owner  has 
waived  his  right  of  subrogation,  as  for  ex¬ 
ample,  in  the  case  of  a  railroad  switch 
track  on  the  premises,  these  two  conditions 
might  be  specifically  waived  in  the  policy 
form  attached  to  the  insurance  policies. 

It  is  also  important  that  fire  insurance 


60 


The  Journal  of  Real  Estate  Management 


policies  be  checked  periodically  as  to 
amounts,  so  that  there  might  be  no  over- 
or  under-insurance.  Also,  that  the  Insur¬ 
ance  Department  be  immediately  notified 
whenever  additions  are  made  to  buildings 
or  in  the  event  of  construction  of  new 
buildings  and  structures,  such  as  garages, 
on  premises  already  insured.  In  these 
days  of  rapidly  fluctuating  values,  this  is 
quite  important  and  particularly  so  in  in¬ 
stances  where  a  co-insurance  or  reduced 
rate  contribution  clause  is  incorporated  in 
the  policy  contract. 

Windstorm,  Tornado,  and  Cyclone 
Insurance 

This  form  of  insurance  covers  against 
the  hazards  indicated  and  Is  more  popular 
in  some  sections  of  the  country  than  in 
others,  there  being  certain  territories  that 
are  more  subject  to  violent  windsorm  than 
others,  although  there  is  no  territory  in 
the  United  States  that  is  immune  from 
windstorms.  In  most  instances,  this  type 
of  coverage  is  carried  in  lesser  proportions 
than  the  fire  insurance,  and  the  amount  of 
windstorm  insurance  to  be  written  as  well 
as  the  type  of  properties  to  be  insured  will 
depend  to  a  great  extent  upon  the  territory 
in  which  the  property  is  located  and  the 
attitude  of  the  owner  of  the  property,  the 
mortgagee,  and  the  management  firm  as  to 
the  necessity  for  this  type  of  insurance. 
In  this  connection,  it  might  be  well  to  con¬ 
sider  that  the  fire  insurance  policy  con¬ 
tract  has  a  provision  as  follows : 

If  a  building  or  any  material  part  thereof  fall, 
except  as  the  result  of  fire,  all  fire  insurance  on 
such  buildings  shall  immediately  cease. 

Therefore,  should  a  windstorm  cause  the 
collapse  of  a  building  or  the  falling  of  a 
wall  and  then  a  fire  ensues,  the  fire  insur¬ 
ance  policies  would  be  void.  This  coverage 
is  provided  for  in  the  windstorm  policy, 
under  what  is  known  as  Bridging  the  Gap 
Endorsement. 


Windstorm  policies  exclude  loss  or  dam¬ 
age  by  hail.  In  some  territories,  hail  in¬ 
surance  is  now  automatically  covered  un¬ 
der  a  separate  agreement  in  connection 
with  windstorm  policies.  In  other  terri¬ 
tories,  hail  insurance  may  be  added  to 
windstorm  policies  for  a  slight  additional 
cost. 

Sprinkler  Leakage  Insurance 

This  type  of  insurance  applies  only  to 
buildings  equipped  with  automatic  sprink¬ 
lers  and  covers  loss  or  damage  as  result 
of  accidental  discharge  of  water  from  the 
sprinkler  system,  and,  also,  damage  caused 
by  the  collapse  of  such  water  tanks  and 
their  supports  as  form  a  part  of  the 
sprinkler  system.  The  amount  of  insur¬ 
ance  to  be  carried  against  this  hazard  is 
generally  determined  by  the  type  of 
sprinkler  equipment  and  the  supervisory 
service  thereof,  taking  into  consideration 
the  amount  of  damage  that  might  be 
caused  by  the  accidental  discharge  of  sev¬ 
eral  sprinkler  heads  and  the  period  of  time 
it  would  take  to  detect  the  leak.  Also,-  due 
consideration  should  be  given  to  the 
amount  of  damage  that  might  be  caused 
by  the  collapse  of  the  sprinkler  tanks. 

Riot,  Civil  Commotion,  and  Explosion 
Insurance 

This  type  of  insurance  covers  against 
the  hazards  as  indicated,  and  is  usually 
carried  on  buildings  where  labor  trouble 
might  be  expected  in  connection  with  the 
maintenance  or  operation  of  the  building 
itself,  or  of  the  tenants  therein,  there 
being  certain  trades  in  many  localities  that 
are  in  control  of  unscrupulous  labor  or 
trade  organizers,  also,  properties  such  as 
dance  halls  or  other  halls,  stadiums  or 
arenas,  where  large  crowds  meet,  in  con¬ 
nection  with  political  or  other  partisan  ral¬ 
lies,  or  where  boxing  or  wrestling  or  other 
sports  matches  might  be  held  and  where 
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heated  rivalries  might  cause  riots.  Also, 
this  type  of  protection  is  carried  on  build¬ 
ings  that  house  cabarets,  night  clubs,  sa¬ 
loons,  gambling  establishments,  unpopu¬ 
lar  political,  religious,  or  other  unpopular 
organizations,  and  the  residences  of  indi¬ 
viduals  connected  therewith.  The  neces¬ 
sity  for  this  type  of  insurance  may  be  de¬ 
termined  by  the  occupancy  and  location  of 
the  property  to  be  insured  or  the  proxim¬ 
ity  of  other  property  subject  to  these 
hazards. 

Simple  Explosion  Insurance 

This  form  of  insurance  covers  against 
the  hazard  of  explosion  only  and  is  usually 
carried  in  connection  with  properties 
where  there  is  a  severe  explosion  hazard  in 
connection  with  the  occupancy  thereof 
(explosion  originating  within  steam  boil¬ 
ers,  pipes,  and  equipment  connected  there¬ 
with  and  operated  thereby  is  excluded), 
the  amount  of  insurance  to  be  carried  de¬ 
pending  upon  how  severe  the  explosion 
hazard  is  and  the  type  of  construction  of 
the  building  insured. 

Aircraft  Property  Damage  Insurance 

This  type  of  insurance  covers  against 
loss  or  damage  to  property  as  the  result  of 
damage  by  falling  aircraft  or  objects 
dropped  therefrom.  This  insurance  is  gen¬ 
erally  carried  for  a  nominal  amount  on 
buildings  located  under  the  direct  path  of 
established  air  routes  or  in  close  proximity 
to  established  airports.  The  policy  also 
includes  property  damage  done  by  motor 
vehicles. 

Miscellaneous  Insurance 

Earthquake  insurance,  rain  insurance, 
flood,  and  water  damage  insurance  are 
necessary  in  certain  sections  of  the  coun¬ 
try,  and  in  such  sections  management 
firms  should  familiarize  themselves  with 
all  of  the  conditions  surrounding  these 
forms  of  protection.  In  connection  with 


the  various  types  of  insurance  protection 
discussed  so  far,  there  are  numerous  other 
collateral  coverages  such  as  business  in¬ 
terruption,  or  use  and  occupancy  insur¬ 
ance;  rent;  rental  value  or  leasehold  insur¬ 
ance;  improvements  and  betterments  to 
buildings ;  contingent  liability  from  opera¬ 
tion  of  building  or  zoning  laws,  better 
known  as  demolition  insurance.  These 
coverages  may  be  had  against  any  of  the 
hazards  hereinbefore  mentioned.  Smudge 
damage  insurance  in  connection  with  fuel 
oil  burning  apparatus  may  be  insured  un¬ 
der  a  fire  insurance  policy  by  separate  en¬ 
dorsement. 

Errors  and  Omissions 

Real  estate  management  institutions 
managing  properties  under  contract  or 
otherwise  are  subject  to  certain  legal  lia¬ 
bilities  in  the  event  they  do  not  properly 
insure  the  properties  under  their  manage¬ 
ment.  This  form  of  insurance  covers  the 
real  estate  management  institution  as 
principal  and/or  agent  and/or  broker 
and/or  trustee  and/or  mortgagee  and/or 
assignee  under  mortgage,  deed  of  trust 
and/or  assignment,  as  their  interest  may 
appear  against  all  legal  liability  of  said  in¬ 
stitution  arising  from  loss  or  damage  by 
fire  and  lightning  (Windstorm  and  explo¬ 
sion  may  be  added  by  separate  endprse- 
ment)  on  any  property  where  through  er¬ 
ror  or  omission  said  real  estate  manage¬ 
ment  concern  shall  have  failed  to  place  the 
proper  amount  of  insurance  or  to  have  al¬ 
lowed  the  insurance  to  lapse,  or  where 
such  insurance  might  be  invalidated  owing 
to  any  other  errors  or  omissions  on  the 
part  of  the  real  estate  management  insti¬ 
tution  and  for  which  they  would  be  legally 
liable.  This  form  of  insurance  contract  is 
designed  to  cover  the  following  conditions : 

1.  Failure  to  furnish  insurance. 

2.  Insufficient  insurance. 

3.  Non-compliance  with  co-insurance. 

4.  Delay  in  transfer. 
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5.  Change  in  ownership. 

6.  Incorrect  description  of  occupancy. 

7.  Error  in  binding. 

8.  Error  in  term. 

There  are  many  other  legal  and  techni¬ 
cal  omissions,  which  may  occur  that  are 
impossible  to  forecast  and  which  would  be 
covered.  There  are  no  standard  forms  or 
rates  available  for  this  type  of  insurance. 
Contracts  of  this  nature  are  subject  to 
separate  negotiation  in  every  instance. 
These  contracts  generally  provide  that  the 
management  firm  shall  maintain  a  compe¬ 
tent  and  efficient  Insurance  Department 
and  shall  always  use  due  diligence  and  dis¬ 
patch  in  placing  the  proper  insurance  to 
comply  fully  with  its  legal  obligations  in 
respect  thereto. 

Practically  all  of  the  various  types  of 
insurance  coverages,  which  have  been  dis¬ 
cussed  so  far,  have  certain  provisions  in 
the  printed  conditions  of  the  policy  which 
should  be  carefully  complied  with,  much 
the  same  as  outlined  in  the  paragraph 
dealing  with  Fire  Insurance,  and  refer¬ 
ring,  particularly,  to  correct  title,  mort¬ 
gages,  foreclosures,  receiverships,  etc. 
Also,  there  are  certain  specific  exclusions 
in  each  of  these  different  types  of  policies 
that  should  be  provided  for,  some  of  them 
being  automatically  provided  for  in  the 
regular  forms  that  are  attached  to  these 
types  of  policies,  and  other  exclusions  and 
conditions  which  have  to  be  separately 
provided  for  under  separate  endorsement. 
Time  and  space  wdll  not  permit  a  resume 
of  these  conditions  and  exclusions  for  each 
of  the  various  types  of  policies  mentioned, 
and  the  Insurance  Department  of  the  man¬ 
agement  firm  should  familiarize  them¬ 
selves  with  the  provisions  and  exclusions 
incorporated  in  the  policy  conditions  and 
forms  for  each  type  of  coverage. 

Workmen’s  Compensation  Insurance 

This  form  of  insurance  indemnifies  the 
employer  against  payments  to  employees 


as  a  result  of  injuries  or  death  arising  out 
of  their  employment,  in  accordance  with 
the  provisions  of  the  workmen’s  compen¬ 
sation  laws,  as  enacted  by  the  various 
State  Legislatures  and  revised  from  time 
to  time.  The  liability  under  these  con¬ 
tracts  is  limited  to  payments  as  provided 
for  in  the  various  State  Workmen’s  Com¬ 
pensation  Acts,  no  two  of  which  are  ex¬ 
actly  alike.  This  form  of  insurance  should 
be  carried  to  cover  the  employees  working 
directly  for  the  management  institution 
and  also  for  all  employees  engaged  in  the 
operation  or  maintenance  of  the  proper¬ 
ties  under  management.  Wherever  a  man¬ 
agement  firm  has  the  power  to  employ  and 
discharge  employees,  or,  where  the  man¬ 
agement  contracts  specify  that  the  man¬ 
agement  firm  is  in  full  charge  of  mainte¬ 
nance  and  operations,  then  the  workmen’s 
compensation  insurance  should  be  written 
in  the  name  of  the  management  institu¬ 
tion,  and  if  the  actual  owners  of  the  prop¬ 
erty  insist,  the  owner’s  name  may  be  men¬ 
tioned  in  the  policy  as  an  alternative  em¬ 
ployer.  In  instances  where  the  building 
owner  provides  his  own  labor  and  pays 
them  direct,  and  the  management  firm  ex¬ 
ercises  any  control  or  supervision  over 
those  employees,  then  the  management 
firm  should  make  certain  that  their  name 
is  included  in  the  workmen’s  compensation 
policy  as  an  alternative  employer. 

In  most  States,  workmen’s  compensation 
insurance  is  provided  by  insurance  compa¬ 
nies;  however,  there  are  a  number  of 
States  that  maintain  Monopolistic  State 
Administered  Workmen’s  Compensation 
Funds,  and  in  such  States,  of  course,  work¬ 
men’s  compensation  insurance  must  be 
procured  through  the  State  Fund. 

Also,  there  are  a  number  of  States 
which  do  not  have  workmen’s  compensa¬ 
tion  laws,  and  in  such  States  insurance 
may  be  provided  under  Employer’s  Liabil¬ 
ity  insurance,  which  affords  protection  for 
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the  employer  against  civil  suits  which  may 
be  brought  against  the  employer  as  the  re¬ 
sult  of  injuries  or  death  to  employees,  aris¬ 
ing  out  of  their  employment.  In  Employ¬ 
er’s  Liability  policies,  it  is  important  to 
arrange  limits  of  liability  sufficiently  high 
to  afford  complete  protection. 

Also,  in  certain  States,  the  Workmen’s 
Compensation  Act  provides  that  only  cer¬ 
tain  specified  types  of  employment  come 
under  the  Workmen’s  Compensation  Act. 
In  such  States,  arrangements  may  be  made 
to  insure  employees  not  under  the  Act, 
either  under  an  Employer’s  Liability  pol¬ 
icy,  or  by  agreement  with  the  insurance 
company,  under  a  workmen’s  compensa¬ 
tion  policy,  whereby  the  insurance  com¬ 
pany  agrees  to  pay  the  employees  on  the 
same  basis  as  though  they  were  eligible 
under  the  workmen’s  compensation  laws 
as  enacted  in  those  States. 

Public  Liability  Insurance 

This  type  of  insurance  insures  against 
the  legal  liability  of  the  owner  of  the  prop¬ 
erty  or  the  management  firm  in  instances 
where  persons,  other  than  employees,  are 
injured  or  killed  due  to  the  neglect  or  lack 
of  due  care  of  the  owner  or  management 
firm,  or  the  neglect  of  one  or  more  of  their 
employees  or  agents,  in  connection  with 
the  ownership,  use,  control,  or  main¬ 
tenance  of  the  insured  premises.  Common 
Law  holds  persons  and  corporations  re¬ 
sponsible  for  the  results  of  anything  they 
might  do  and  holds  them  responsible  for 
the  ownership  or  control  of  any  property. 
Statutes  may  modify  Common  Law  to  some 
small  degree  in  certain  States,  but  its  ap¬ 
plication  is  much  alike  in  all  territories. 
The  public  liability  policy  agrees  to  defend 
all  suits  and  actions  brought  against  the 
property  owner  or  management  firm,  as 
the  result  of  the  operation  or  maintenance 
of  the  insured  property,  and  to  pay  all  ver¬ 
dicts  brought  against  them  up  to  such  lim¬ 
its  of  liability  as  are  expressed  in  the  pol¬ 


icy  contract.  It  is  very  important  that  in 
all  instances  where  the  management  firm 
assumes  any  management  powers  over  any 
property  that  they  have  their  name  in¬ 
cluded  as  an  additional  assured  in  the  pub¬ 
lic  liability  policy  along  with  the  owner  of 
the  property. 

Public  liability  policies  exclude  elevators 
and  hoists  of  all  types  and  their  shafts 
from  coverage,  and  it  is  necessary  that  in 
all  buildings  where  elevators  are  operated 
that  the  public  liability  feature  in  connec¬ 
tion  with  elevators  be  specifically  insured, 
either  under  separate  policies  or  added  by 
endorsement  to  the  regular  public  liability 
policy. 

The  limits  of  liability  under  all  public 
liability  coverages  should  be  high  enough 
properly  to  protect  both  the  owner  and  the 
management  institution,  so  that  a  large 
verdict  will  not  ruin  or  financially  embar¬ 
rass  them. 

Due  consideration  should  be  given  to  the 
financial  strength  of  the  assured,  location 
of  the  property  insured,  the  type  of  people 
that  would  enter  or  be  about  the  premises, 
and  also  the  number  of  people  that  might 
be  exposed  to  injuries  in  the  premises  at 
any  one  time.  Buildings  housing  public 
halls,  or  other  premises  where  large  num¬ 
bers  of  people  are  congregated  at  one  time, 
should  carry  higher,  over  all,  limits  than 
normal  properties. 

Also,  it  is  important  to  consider  that 
public  liability  policies  do  not  cover  liabil¬ 
ity  assumed  by  the  assured  under  contract, 
such  as  the  liability  under  contractual 
agreements  entered  into  with  railroad 
companies  in  connection  with  switch- 
tracks.  Contractual  liability  may  be  cov¬ 
ered  only  by  specific  endorsement  to  public 
liability  policies,  the  nature  of  such  con¬ 
tractual  liability  to  be  definitely  stipulated 
in  such  endorsement. 

Where  management  firms  are  exercising 
any  authority  in  connection  with  construc¬ 
tion  of  buildings  or  where  they  are  exer- 
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cising  authority  over  alterations  or  repair 
of  buildings,  they  should  obtain  contin¬ 
gent  public  liability  insurance,  in  the  event 
that  any  injuries,  as  the  result  of  the  con¬ 
struction  operations  might  be  held  due  to 
the  neglect  of  the  management  firm  or 
owner  of  the  property  rather  than  the  con¬ 
tractor.  In  this  connection,  the  manage¬ 
ment  firm,  for  their  own  protection,  as 
well  as  the  owner’s,  should  insist  upon  all 
contractors  and  sub-contractors  furnish¬ 
ing  certificates  of  insurance,  so  as  to  make 
certain  that  these  contractors  are  carrying 
both  workmen’s  compensation  insurance 
and  public  liability  insurance  with  the 
proper  limits. 

Public  liability  policies  also  exclude  cov¬ 
erage  against  the  operation  of  automobiles 
or  other  self-propelled  vehicles.  It  is  im¬ 
portant  that  all  automobiles  and  busses  or 
other  motor  equipment  owned  by  the  man¬ 
agement  firms  be  insured  against  fire, 
theft,  public  liability,  and  property  dam¬ 
age  under  automobile  policies.  Public  lia¬ 
bility  limits  should  be  set  high  enough  to 
afford  the  proper  protection,  particularly 
in  the  case  of  management  firms  operating 
busses,  in  which  instance,  the  limits  of  lia¬ 
bility  should  be  determined  by  the  number 
of  passengers  the  bus  will  carry;  also,  in 
connection  with  busses,  if  the  management 
firm  has  a  large  amount  of  money  invested 
in  busses,  it  might  be  advisable  to  carry 
collision  insurance. 

In  most  instances,  salesmen  and  other 
employees  of  real  estate  management  firms 
own  their  own  cars,  and  in  such  in¬ 
stances,  it  is  most  important  that  the  man¬ 
agement  firm  be  protected  against  public 
liability  and  property  damages  insurance 
in  connection  with  such  employee-owned 
cars,  as  the  Courts  have  held  that  the  em¬ 
ployer  has  a  direct  responsibility  to  the 
public  where  such  automobiles  are  used, 
in  connection  with  the  employer’s  busi¬ 
ness.  This  protection,  in  connection  with 
employee-owned  cars  may  be  had  by  the 


management  firm  having  their  name  en¬ 
dorsed  on  to  the  public  liability  and  prop¬ 
erty  damage  policies  carried  by  the  indi¬ 
vidual  employees,  and  in  such  instances, 
the  management  firm  should  hold  in  their 
possession  such  policies  in  order  to  make 
certain  at  all  times  that  their  names  are 
continued  on  the  contracts,  as  well  as  to 
make  certain  that  the  policies  are  kept  in 
full  force  and  effect  at  all  times  and  not 
allowed  to  lapse  or  be  cancelled  without 
their  knowledge.  If  this  plan  is  not  feas¬ 
ible,  then  the  management  firm  may  ob¬ 
tain  what  is  known  as  a  Contingent  Auto¬ 
mobile  Policy,  which  will  cover  only  claims 
that  are  brought  against  the  management 
firm  and  will  not  in  any  way  insure  the 
driver  or  owner  of  the  automobile.  The 
rates  for  this  form  of  insurance  may  be 
had  at  a  considerable  discount,  and  under 
this  form  of  policy  the  management  firm 
may  be  covered  under  a  blanket  policy  cov¬ 
ering  all  employees,  with  the  premium 
based  upon  an  annual  audit,  or  else  by  the 
insurance  company  assuming  liability  only 
in  connection  with  named  drivers  specified 
in  the  policy  contract.  All  automobile 
public  liability  and  property  damage  poli¬ 
cies  exclude  insurance  on  hired  cars,  and 
inasmuch  as  in  many  instances  real  estate 
management  firms,  will,  during  certain 
seasons,  make  use  of  hired  cars,  this  form 
of  protection  should  be  added  to  their  au¬ 
tomobile  policies  by  endorsement.  Limits 
of  liability  under  the  public  liability  poli¬ 
cies  on  all  firm-  or  employee-owned  cars 
and  hired  cars  should  be  sufficiently  high 
properly  to  protect  the  interested  parties. 

Boiler  Insurance 

This  form  of  insurance  protects  the 
owner  of  the  property  and  the  manage¬ 
ment  concern  as  the  result  of  personal  in¬ 
juries  to  the  public,  and  property  damage, 
both  to  the  property  of  the  assured  and 
others,  as  the  result  of  the  explosion  from 
internal  pressure  of  steam  boilers  or  other 
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specified  vessels  or  piping.  In  the  event 
of  loss,  under  a  standard  boiler  policy,  the 
amount  of  boiler  insurance  carried  may 
be  used  first  to  settle  public  liability  claims 
(after  all  other  public  liability  policies 
shall  have  been  exhausted),  and  then  to 
settled  property  damage  claims.  In  other 
words,  in  respects  to  personal  injuries, 
boiler  insurance  becomes  excess  insurance 
over  and  above  the  other  public  liability 
coverage.  There  are  insurance  companies 
issuing  boiler  policies,  where  they  allow 
the  assured  the  discretion  as  to  whether 
property  damage  or  public  liability  claims 
should  be  settled  first,  which  ever  might  be 
to  the  assured’s  advantage. 

The  limits  of  liability  to  be  carried  un¬ 
der  a  boiler  insurance  policy  depend  to  a 
great  extent  upon  the  type  of  boilers  in¬ 
sured  and  the  value  of  the  property  that 
is  exposed.  Injuries  to  employees  of  the 
assured  are  not  covered  under  Boiler  poli¬ 
cies. 

As  in  the  case  of  public  liability  insur¬ 
ance,  the  management  firm  should  appear 
as  an  additional  assured  on  all  boiler  in¬ 
surance  policies  on  premises  where  they 
have  any  voice  in  the  management  or  op¬ 
eration  of  the  premises. 

Boiler  policies  cover  only  damage  done 
as  the  result  of  explosion  from  internal 
pressure.  When  coal,  gas,  or  oil  are  used 
as  fuels  in  the  furnace,  it  is  quite  common 
for  gasses  to  accumulate  and  the  accumu¬ 
lation  and  combustion  of  such  accumulated 
gasses  often  cause  serious  explosions,  gen¬ 
erally  blowing  off  the  boiler  doors  or  in 
other  ways  seriously  damaging  the  boiler 
itself  and  sometimes  causing  considerable 
damage  to  other  properties  and  serious 
personal  injuries.  Insurance  against  this 
hazard  may  be  had  under  what  is  known  as 
Furnace  Explosion  Insurance,  which  may 
be  added  to  the  Boiler  policy  at  a  small  ad¬ 
ditional  premium. 

Also,  in  connection  with  cast  iron  heat¬ 
ing  boilers,  this  type  of  boiler  is  subject  to 


cracks  and  fractures  which  do  consider¬ 
able  damage  to  the  boiler  itself,  but  which 
damage  is  not  due  to  any  internal  press¬ 
ure.  Such  boilers  may  be  insured  against 
the  crack  and  fracture  damage  by  separate 
endorsement  added  to  the  Boiler  policy. 
Also,  in  many  buildings,  there  are  air 
tanks  and  other  vessels  subject  to  internal 
pressure,  which  may  be  insured  against 
explosion  under  Boiler  policies. 

Use  and  Occupancy  insurance  may  be 
had  also  in  connection  with  boiler  insur¬ 
ance. 

Local  or  State  laws  may  necessitate  ad¬ 
ditional  public  liability  or  property  dam¬ 
age  insurance,  as  in  the  case  of  what  is 
known  as  the  Dram  Shop  Act  in  Illinois, 
having  to  do  with  liquor  control.  Under 
this  particular  Act,  the  owner  of  the  prop¬ 
erty  and  the  management  firm,  as  well  as 
the  tenant,  are  held  responsible  for  per¬ 
sonal  injuries  and  death,  also  for  property 
damage  and  loss  of  support,  as  the  result 
of  the  sale  or  giving  away  of  intoxicating 
beverages  on  the  premises.  The  so  called 
“Illinois  Dram  Shop  Act’’  is  probably  the 
most  far-fetched  of  any  such  laws.  Un¬ 
doubtedly  there  are  similar  laws  in  vari¬ 
ous  sections  of  the  country,  which  must  be 
considered  in  connection  with  the  applica¬ 
tion  of  insurance  protection  and  for  which 
proper  provision  should  be  made  in  the 
insurance  policies. 

In  connection  with  all  forms  of  work¬ 
men’s  compensation,  public  liability  and 
boiler  explosion  policies,  as  hereinbefore 
discussed,  whenever  an  officer,  partner,  or 
employee  of  a  real  estate  management  firm 
acts  in  the  capacity  of  Receiver,  or  Trus¬ 
tee,  then  the  insurance  policy  should  be 
written  to  cover  such  individual  as  Re¬ 
ceiver  or  Trustee  (as  the  case  may  be), 
and  also  individually,  and  further,  in  the 
event  the  firm  is  managing  such  a  prop¬ 
erty,  then  the  management  firm  should 
also  be  mentioned  as  an  additional  as¬ 
sured. 


i 

L 


66  The  Journal  of  Real 

Burglary  and  Robbery  Insurance 

These  additional  three  forms  of  cover¬ 
age  should  be  carried  by  real  estate  man¬ 
agement  firms:  Interior  Robbery,  Mes¬ 
senger  Robbery,  and  Safe  Burglary. 

Interior  robbery  insurance  is  in  effect 
during  regular  business  hours,  and  pro¬ 
tects  money  and  negotiable  securities 
against  loss  through  holdup  on  the  prem¬ 
ises  described  in  the  policy.  It  is  impor¬ 
tant  that  all  office  premises,  where  rents 
are  collected  and/or  monies  are  kept  dur¬ 
ing  business  hours,  be  mentioned  in  the 
policy  and  an  amount  of  insurance  speci¬ 
fied  at  each  location  sufficient  to  afford 
proper  protection. 

Messenger  robbery  insurance  protects 
funds  in  the  care  of  custodians  while  out¬ 
side  the  assured’s  premises,  carrying 
money  to  or  from  banks,  collecting  rents, 
or  while  elsewhere  away  from  the  as¬ 
sured’s  premises,  with  funds  belonging  to 
the  management  firm.  It  is  important 
that  all  custodians,  having  possession  of 
monies,  under  such  conditions,  be  specified 
or  listed  in  the  messenger  robbery  policy, 
and  amounts  of  insurance  specified  for 
each  !ustodian  sufficient  to  provide  proper 
protection. 

Under  the  interior  holdup,  the  policies 
limit  the  hours  of  coverage  from  7 :00 
A.  M.  to  12:00  midnight,  while  under  the 
messenger  robbery  policy,  the  hours  of 
coverage  are  from  7 :00  A.  M.  to  7 :00 
P.  M. ;  therefore,  interior  and  messenger 
robbery  policies  should  be  carefully  scru¬ 
tinized  to  see  that  hours  of  coverage  as  de¬ 
fined  therein  are  in  accordance  with  the 
management  firm’s  requirements;  if  not, 
the  necessary  hours  of  coverage  should  be 
endorsed  on  the  policies.  In  connection 
with  large  apartment  buildings  or  apart¬ 
ment  hotels,  where  there  is  a  resident 
manager  collecting  rents  and  keeping 
monies  on  the  premises,  but  where  there  is 
no  office  and  such  rents  and  monies  are 
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collected  and  kept  in  the  resident  manag¬ 
er’s  apartment  on  the  premises,  such 
funds  may  be  insured  against  loss  through 
burglary,  theft,  larceny,  and  holdup  under 
a  regular  residence  burglary  policy,  which 
should,  in  such  cases,  be  endorsed  to  cover 
money  and  securities  only.  If  a  regular 
office  is  maintained  on  such  premises, 
then  the  location  should  be  listed  and  cov¬ 
ered  under  the  interior  robbery  policy,  and 
providing  the  custodian  of  the  funds  keeps 
money  and  securities  in  addition  in  his 
apartment  during  such  times  as  the  office 
is  not  open,  the  residence  coverage  is  also 
necessary.  The  residence  policy  provides 
for  twenty-four  hours  coverage,  and  this 
type  of  coverage  may  also  be  made  avail¬ 
able  for  individuals  who  collect  rents  or 
who  have  monies  belonging  to  the  manage¬ 
ment  firm  in  their  custody  over  night  in 
their  homes. 

Safe  Burglary  insurance  protects 
monies  and  securities  in  safes  or  vaults 
against  burglary  when  premises  are  closed 
for  business.  The  location  and  descrip¬ 
tion  of  all  safes  containing  monies  and  se¬ 
curities  should  be  listed  in  the  safe  bur¬ 
glary  policy  and  sufficient  amounts  of  in¬ 
surance  specified  to  afford  protection 

In  instances  where  there  are  one  or  two 
persons  that  have  access  to  safes  contain¬ 
ing  large  sums  of  money  and  where  this 
information  is  generally  known  to  the  pub¬ 
lic,  it  might  be  advisable  to  consider  kid¬ 
napping  coverage  in  connection  with  the 
interior  holdup  insurance. 

Also,  in  connection  with  hotels  or  apart¬ 
ment  hotel  properties,  the  owner  or  man¬ 
agement  firm  has  certain  legal  liabilities 
in  connection  with  property  or  funds  en¬ 
trusted  in  their  care  by  guests,  and  this 
type  of  insurance  should  be  provided  for 
in  conjunction  with  the  other  burglary 
and  holdup  coverages. 

Also,  in  the  higher  type  apartment 
buildings  and  hotels,  the  lobby  and  hall- 
w’ays  often  contain  valuable  furnishings, 
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bric-a-brac  and  decorative  objects.  Such 
property  should  be  insured  against  both 
fire  and  burglary,  said  policies  to  insure 
specifically  on  lobby  furniture,  fixtures, 
6tc 

Plate  Glass  Insurance 

This  type  of  insurance  against  break¬ 
age  of  plate  glass  from  any  cause,  except 
as  the  result  of  damage  caused  by  or  re¬ 
sulting  from  fire,  and  these  policies  may 
be  made  to  cover  both  inside  as  well  as 
outside  of  the  building. 

The  value  of  lettering  or  other  ornamen¬ 
tation  on  glass  may  be  insured  under  plate 
glass  policies  by  separate  endorsement. 

Bonds 

All  offices  and  employees,  having  access 
to  or  in  any  way  handling  monies  or  se¬ 
curities  for  real  estate  management  insti¬ 
tutions,  should  be  bonded  under  a  fidelity 
form  of  bond  for  amounts  in  keeping  with 
the  exposure  of  such  employees  to  their 
employer’s  or  their  employer’s  client’s 
monies.  This  should  include  particularly 
bookkeepers,  messengers,  cashiers,  rent 
collectors,  and  branch  office  managers. 

There  are  several  forms  of  fidelity 
bonds,  each  of  which  should  be  carefully 
considered  by  the  real  estate  management 
firm  in  order  to  determine  which  is  best 
suited  to  their  individual  requirements. 

In  the  event  that  a  management  institu¬ 
tion  should  find  it  necessary  to  turn  over  to 
other  real  estate  firms  properties  for  man¬ 
agement,  then  they  should  consider  the 
necessity  for  a  management  bond,  bonding 
such  sub-manager  firms. 

Real  estate  management  firms  might  be 
called  upon  at  various  times  to  furnish  or 
to  avail  themselves,  or  their  clients,  of 
many  types  of  bonds,  which  time  and  space 
will  not  permit  the  description  of,  such  as 
injunction,  garnishment,  replevin,  seisure, 
release,  liens,  receivers,  assignees,  indem¬ 
nity,  lease,  lost  instruments,  forgery, 
fraud  contract,  construction,  and  manage¬ 
ment  bonds. 


In  connection  with  the  various  forms  of 
casualty  insurance  and  bonds  mentioned, 
it  is  important  that  the  title  of  the  assured 
be  truly  and  correctly  stated,  and  further, 
in  all  instances,  a  complete  description  of 
the  insured  property  be  stated  as  well  as 
the  complete  and  correct  location  of  the 
insured  property.  In  the  event  of  any 
changes  in  title,  or  any  other  changes  in 
the  property  or  conditions  surrounding  the 
insurance,  these  changes  should  be  imme¬ 
diately  endorsed  on  the  insurance  policies. 

Life  Insurance 

Management  firms,  having  associated 
with  them  officers  or  employees  or  other 
associates  who  through  their  extraordi- 
narj’^  ability  or  connections  are  unusually 
valuable  to  the  organization  and  by  reason 
of  whose  death  the  management  firm 
might  suffer  large  losses,  should  consider 
the  necessity  for  life  insurance  upon  such 
individuals,  benefits  from  such  life  insur¬ 
ance  policies  to  be  made  payable  to  the 
management  firm,  in  order  to  compensate 
for  the  loss  of  profits  or  business,  in  the 
event  of  the  death  of  such  individual  or 
individuals. 

In  closing  this  subject,  we  must  con¬ 
sider  that  this  article  does  not  by  any 
means  completely  cover  the  insurance 
field,  either  as  to  types  of  insurance  cover¬ 
ages  available,  or  as  to  directing  attention 
to  all  of  the  various  insurance  coverages 
that  a  real  estate  management  institution 
might  find  necessary,  either  for  their  owm 
or  their  client’s  complete  protection.  An 
endeavor,  however,  has  been  made  to  call 
attention  to  all  of  the  coverages  that  would 
normally  be  considered  in  connection  with 
real  estate  management,  and  should  other 
forms  of  insurance  be  found  necessary  in 
connection  with  unusual  cases,  informa¬ 
tion  as  to  the  terms,  application,  and  cost 
of  such  coverages,  should  be  had  by  refer¬ 
ring  to  agencies  for  any  of  the  large  and 
reputable  insurance  companies. 
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By  Samuel 

IN  THESE  notes  the  generous  meaning 
of  the  term  “air  conditioning”  is  un- 
derstoodf — being  that  it  means  what¬ 
ever  may  be  done  to  promote  human  com¬ 
fort  and  efficiency.  Heating,  cooling, 
adding  moisture,  subtracting  moisture, 
temperature  control,  dust  removal,  and 
distribution  and  motion  of  the  air  all 
should  be  considered  under  the  generous 
meaning. 

Many  older  buildings  will  remain  for 
a  long  time  and  new  buildings  and  new 
mechanical  equipment  will  not  be  an  every 
day  problem,  at  least,  for  most  of  us. 

There  are  new  conceptions  of  operation 
as  well  as  of  reconstruction  of  heating  and 
cooling  appliances.  These  will  doubtless 
continue  to  be  installed,  many  single  pipe 
or  air  vent  steam  heating  systems;  and 
heat  transmitting  elements  of  these  will 
have  air  valves  on  them.  Excellent  temper¬ 
ature  regulation  can  be  obtained  with  any 
single  pipe  radiator,  leaving  the  supply 
valve  wide  open  provided  that  the  amount 
of  heated  and  drained  radiator  surface 
shall  be  regulated  by  the  venting  of  more 
or  less  of  the  air.  Granted  each  morning 
that  the  radiator  shall  be  nearly  full  of 
air,  with  an  air  escape  valve  which  re¬ 
sponds  to  room  temperature,  the  room 
temperature  can  be  maintained  with  re¬ 
markable  accuracy  and  comfort  all  day 
long.  All  that  is  necessary  is  that  steam 
shall  be  available  and  that  no  air  shall 
pass  back  into  the  radiator  through  the 
air  valve. 

One  of  these  devices  is  on  the  Paul  sys¬ 
tem  in  my  own  office, — the  automatic  air 
valve  discharging  into  the  room  and  the 
air  line  pipe  being  disconnected.  The  cast 
iron  two  column  26"  radiator  very  rarely 
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is  heated  for  more  than  one  quarter  of  its 
length.  If,  returning  from  an  absence  of 
several  hours,  the  room  is  found  to  be 
too  warm  and  the  radiator  is  hot  full 
length,  one  simply  shuts  off  the  steam  for 
half  an  hour  or  so,  opening  a  manually- 
controlled  air  inlet  valve  near  the  air 
valve  The  radiator  cools  down  and  fills 
with  air,  which  after  the  air  inlet  is  closed 
and  the  steam  valve  is  opened.  This  hav¬ 
ing  been  accomplished,  all  is  set  far  An¬ 
other  cycle  of  operation. 

Sometimes  no  charge  of  air  is  necessary 
for  several  days  during  which  the  room 
temperature  never  exceeds  70°  F.,  regard¬ 
less  of  outside  conditions.  If  there  were 
a  room  thermostat  to  open  and  to  close 
the  steam  valve  it  would  be  hunting  con¬ 
tinually  and  noise  would  be  manifest 
whenever  there  existed  any  substantial 
pressure  difference.  There  would  be  some 
peaks  and  valleys  on  a  temperature  chart 
with  a  continually  hunting  thermostat; 
and  a  considerable  wear  and  tear  would 
ensue.  With  this  other  semi-automatic 
scheme  there  is  no  rapid  fluctuation  at  all 
parallel  to  that  which  occurs  under  the 
hunting  process  of  the  ordinary  automatic 
control. 

The  thermostat  at  the  air  valve  is  on 
the  cool  end  of  the  radiator.  It  is  near 
the  window — under  it  usually,  where  cold 
drafts  first  are  manifest.  Control  by  air 
venting  permits  the  radiator  to  heat  grad¬ 
ually.  If  the  room,  having  been  cool,  be¬ 
comes  warm  due  to  influences  other  than 
those  from  the  heater,  the  air  valve 
thermostat  of  course  can  do  nothing  about 
it  except  to  prevent  any  additional  radi¬ 
ating  surface  from  becoming  hot.  If  the 
heat  demand  is  reduced  beyond  that  of  an 
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earlier  hour  the  radiator  must  fill  with 
air  before  another  cycle  can  occur.  The 
conventional  automatic  thermostat  which 
operates  on  the  supply  valve,  can  shut  off 
all  of  the  heat  going  to  a  radiator,  and 
ordinarily  does  not  require  any  manual 
intervention,  but  it  costs  many  times 
more  than  does  the  air  valve  thermostat. 

The  air  valve  thermostat  operates  at 
sub  atmospheric  steam  pressures,  since 
there  is  a  non-return  air  check  valve.  In 
cases  where  the  piping  is  favorable  the 
charge  of  necessary  air  for  the  control 
function  can  be  introduced  automatically 
by  a  time  clock.  In  others  the  fireman 
may  introduce  air  when  he  introduces 
coal.  The  possibilities  of  this  interesting 
scheme  have  not  been  exhausted. 

Air  valves  on  single  pipe  steam  radi¬ 
ators  are  prone  to  become  water  logged, 
and  to  discharge  mixtures  of  air  and  wa¬ 
ter,  and  have  been  known  to  so  serious 
damage  to  furniture  and  to  decorations 
adjacent.  There  is  a  patented  arrange¬ 
ment  which  apparently  is  the  only  way 
around  this  trouble.  It  has  an  analogy 
in  the  well-patented  garbage  burning  fur¬ 
nace  used  in  chimney  bases.  Any  one 
can  put  a  grate  in  the  bottom  of  a  chimney 
and  can  burn  some  garbage  on  it.  Any 
such  crude  arrangement,  however,  event¬ 
ually  will  be  all  dammed  up  with  the 
down-coming  garbage,  so  that  the  fire  will 
be  smothered. 

The  patented  scheme  calls  for  a  hori¬ 
zontal  grate  and  beside  it  a  vertical  grate 
with  a  passage  behind  the  vertical  grate. 
Thus  even  though  wet  material  may  build 
up  above  the  fire  there  will  be  an  avenue 
of  escape  for  the  products  of  combustion 
through  the  vertical  grate  into  the  pass¬ 
age  behind  it  which  bypasses  the  gases 
around  the  garbage. 

The  by-pass  grate  of  the  garbage  in¬ 
cinerator  parallels  the  air  valve  construc¬ 
tion.  In  radiator  air  valves  there  must 


be  a  float  to  keep  water  from  escaping. 
There  must  be  a  thermostat  to  keep  steam 
from  escaping.  There  must  be  an  open 
passage  for  relatively  cool  air  to  escape. 
The  float  may  close  the  valves  due  to  wa¬ 
ter  around  it  which  has  lifted  the  float. 
Water  in  the  radiator  may  recede  or  surge 
away  from  the  air  vent  opening,  and  air 
may  be  ready  to  escape.  The  water  which 
closed  the  float  in  the  air  valve,  however, 
has  not  had  time  to  flow  back  into  the 
radiator.  Surface  film  or  capillarity,  con¬ 
trariness  of  inanimate  objects,  inertia,  all 
have  a  part  in  this.  The  air  with  pressure 
behind  it,  refuses  to  wait  for  the  water  to 
drain  away,  but  rushes  by  the  partly 
fallen  float  carrying  the  water  with  it 
and  an  outside  splash  results. 

The  by-pass  around  the  horizontal  grate 
of  the  incinerator  adapted  to  an  air  valve 
gives  a  passage  which  allows  the  air  to 
slip  by  the  float  without  picking  up  the 
water  and  is  one  of  the  secrets  of  the  re¬ 
markable  success  of  this  patented  air 
valve. 

Automatic  temperature  control  of  in¬ 
dividual  rooms  is  exceedingly  desirable. 
The  savings  in  fuel  and  trouble  and  the 
improvement  in  comfort  from  individual 
room  control  are  coming  more  and  more 
to  be  appreciated. 

Another  Avenue  of  Approach 

Another  avenue  of  approach  to  auto¬ 
matic  temperature  control  of  individual 
rooms  uses  an  entirely  different  scheme. 
With  it  the  convector  always  is  warm  and 
ready  to  serve  and  never  fills  with  air. 
Thre  is  a  room-located  electric  thermostat 
which  closes  a  damper  in  the  air  circuit 
of  the  convector  against  a  spring  which 
tends  to  open  this  damper.  An  electric 
motor  could  be  used  to  close  and  open 
such  a  damper,  but  the  motor  would  in¬ 
volve  a  costly  installation,  would  have  to 
be  reversible  and  would  require  space 
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which  is  difficult  to  obtain  within  a  con¬ 
vector  cabinet. 

Motor  windings  can  be  damaged  quickly 
at  the  high  temperature  which  obtains  di¬ 
rectly  above  a  convector.  A  solenoid 
could  be  used,  but  this  also  has  windings 
and  insulation  and  gives  a  snap  action 
conducive  to  hunting  which  must  be 
dampened  out. 

In  this  scheme  the  damper-moving  mo¬ 
tor  is  an  expansion  bellows  such  as  is  used 
in  the  radiator  trap  of  a  two-pipe  vacuum 
steam  heating  system. 

When  the  low  voltage  electric  thermo¬ 
stat  asks  for  heat,  it  sends  a  current  to  a 
tiny  electric  heater  submerged  within  the 
liquid  of  the  bellows  of  the  erstwhile  trap. 
The  liquid  thereupon  becomes  warmer,  and 
so  expands  with  enough  enthusiasm  to 
close  the  damper  in  the  air  circuit  of  the 
convector.  If  the  liquid  does  not  receive 
this  electric  heat  it  cools  slowly  and  even¬ 
tually  yields  to  the  persuasion  of  the 
spring  and  permits  the  damper  to  open, 
resuming  delivery  of  heat. 

Such  an  arrangement  can  be  installed 
for  a  considerably  lower  investment  cost 
than  that  necessary  for  the  older  types 
of  automatic  control  of  room  tempera¬ 
tures. 

Controlling  Every  Zone 

In  residences,  particularly,  unless  the 
buildings  are  compact  and  substantially 
all  one  room,  a  single  first  story  thermo¬ 
stat  to  control  the  gas  burner  or  the  oil 
burner  gives  much  complaint.  Outlying 
rooms  or  outlying  convectors  or  registers 
or  radiators  will  often  be  too  cool  at  the 
time  when  the  central  or  near-by  rooms 
are  so  warm  that  the  single  thermostat 
has  stopped  the  fire. 

If  the  central  thermostat  is  adjusted  so 
as  to  cater  to  the  requirements  of  the  out¬ 
lying  rooms  the  center  of  the  house  will 
be  too  warm.  The  approved  answer  of 


course  is  the  individual  room  thermostat 
or  at  least  to  have  a  thermostat  which 
controls  the  heat  input  to  every  zone  or 
neighborhood  in  the  house,  while  the  fire 
itself  is  controlled  by  an  independent 
means.  Heat  must  be  ready  always  to 
serve  any  zone. 

One  solution,  very  satisfactory  with 
either  steam  or  vapor  or  water  for  ready 
to  serve  purposes,  is  to  control  the  fire  by 
an  aquastat  in  the  water  of  the  boiler. 
Another  way  is  to  use  an  outside  thermo¬ 
stat  so  that  the  fire-intensity  is  kept  in 
inverse  proportion  to  the  temperature 
outside. 

A  large  manufacturer  of  heat  transfer 
apparatus  can  be  quoted  as  saying  that 
free  standing  cast  iron  radiators  practi¬ 
cally  are  now  obsolete.  Enclosed  convec¬ 
tors  of  cast  iron  and  of  various  other 
metals  mostly  built  with  fins  have  super¬ 
seded  the  old  prime  surface  radiators. 
With  enclosed  convectors  the  supply 
valves  usually  are  inaccessible.  With  en¬ 
closed  convectors  it  is  desirable  always  to 
have  the  entire  length  of  the  convector 
warm  when  heat  is  desired,  as  opposed  to 
the  situation  with  free  standing  radiators 
in  which  no  particular  prejudice  follows 
having  only  one  end  warm  when  heat  is 
desired. 

An  enclosed  convector  warm  at  one  end 
only  may  set  up  a  local  air  circuit  of  its 
own ;  the  air  going  down  tiirough  the  cold 
end  and  up  through  the  warm  end,  with¬ 
out  much  exterior  evidence  of  the  journey. 

The  electric  automatic  individual  room 
control  by  dampers  having  the  convectors 
always  warm  and  ready  to  serve,  seems 
to  answer  a  very  definite  need. 

In  warm  air  heating,  with  or  without 
fans,  control  of  temperature  almost  uni¬ 
versally  is  by  a  central  first  story  thermo¬ 
stat.  There  are  nearly  always,  in  such 
installations,  certain  rooms  which  are 
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slower  to  heat  than  the  balance  of  the 
rooms.  Application  of  individual  room 
automatic  temperature  regulation  by 
dampers  at  the  registers  will  be  just  as 
easy  with  warm  air  heating  as  with  local 
convector  heating.  Warm*  air  heating 
thus  arranged  will  have  an  unique  advan¬ 
tage  over  convector  heating  in  the  follow¬ 
ing  particular: 

Given  a  ten  room  house  with  a  wind 
from  the  North.  No  matter  how  the 
house  is  heated,  but  rather  especially  if 
warm  air  is  used,  the  tendency  will  be  for 
the  warmest  air  to  drift  South,  and  for 
the  North  rooms  under  such  conditions  to 
be  somewhat  slower  to  get  warm  than 
any  other  rooms. 

Given  individual  room  control,  however, 
by  dampers  with  warm  air.  the  first  room 
to  get  warm  will  have  its  air  supply 
damper  closed.  The  air  and  the  heat 
which  has  warmed  that  room  will  there¬ 
upon  very  largely  be  available  for  use  in 
the  remaining  rooms,  and  gradually,  as 
room  after  room  becomes  heated  the  en¬ 
tire  power  of  the  furnace  will  be  delivered 
automatically  to  the  slowest,  coldest, 
room.  Thus  the  addition  of  automatic 
room  control  to  central  warm  air  heating 
gives  cumulative  heating. 

Automatic  room  control  with  local  con¬ 
vectors  cannot  give  cumulative  heating 
except  as  to  the  supply  of  heating  element. 
It  can  only  shut  off  the  unnecessary  con¬ 
vectors,  which  thereafter  must  lie  idle  un¬ 
til  the  hunting  process  restores  them  to 
service.  They  cannot  ordinarily  be  used 
to  hurry  up  the  slow  rooms. 

Controlling  Cooled  Zones 

A  remarkable  saving  in  heat  gain  with 
complete  air  conditioning  for  cooling  may 
be  made  if  the  cooled  zone  can  be  confined 
to  the  space  occupied  by  the  people  who 
are  being  cooled  and  if  above  this  zone 
there  can  be  maintained  a  warmer  invisi¬ 


ble  and  unfelt  circulation  of  air.  Such  an 
arrangement  has  been  known  to  bring 
about  considerable  savings  in  cost  of  re¬ 
frigeration,  especially  in  lofty  rooms. 

Center-hanging  chandeliers  with  rela¬ 
tively  massive  stems,  like  inverted  and 
magnified  champagne  glasses  might  be 
used  for  bringing  about  such  air  circuit 
in  rooms.  The  air  will  be  delivered  hori¬ 
zontally  and  in  a  direction  radial  to  the 
chandelier  at  about  eight  feet  overhead 
through  a  narrow  slot.  One  of  these  de¬ 
vices  for  each  400  square  feet  of  floor 
area  works  very  well  for  large  rooms. 
Two  induced  circuits  of  room  air  will  be 
in  effect:  one  above  the  discharge  jet,  and 
one  below  it.  The  exhaust  will  be  upward 
through  the  center  of  the  bottom  of  the 
chandelier.  The  upper  circuit  recircu¬ 
lates.  The  lower  one  has  acoustant  ex¬ 
haust,  so  that  it  will  be  always  much  the 
cooler  of  the  two  circuits,  but  it  recircu¬ 
lates  also. 

The  same  effect  could  be  obtained  by 
discharge  slots  at  about  the  same  height 
above  the  floor  around  the  edges  of  floor¬ 
standing  pedestals.  There  is  evidence 
that  introduction  in  this  manner  of  air 
cooler  than  that  in  the  room  carries  re¬ 
duced  hazard  as  to  drafts. 

Prevention  of  Scale  Deposit 

There  are  hundreds  of  service  hot  wa¬ 
ter  heating  installations  for  lavatory  uses, 
for  dish  washing,  and  the  like,  in  which 
the  water  is  allowed  to  become  too  warm. 
Water  kept  below  the  neighborhood  of 
150  degrees  does  not  ordinarily  deposit 
its  scale  on  the  heat  transfer  surfaces.  If 
the  water  is  prevented  from  exceeding  a 
temperature  at  which  the  scale  is  depos¬ 
ited  the  heater  will  last  and  will  remain 
efficient  for  an  indefinite  length  of  time. 
The  great  trouble  with  most  direct  fired 
service  hot  water  heaters  is  due  to  liming 
up  so  that  the  water  cannot  flow,  and  so 
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that  excessive  temperature  difference 
must  be  used  to  force  the  heat  trensfer 
through  the  scale. 

There  are  very  great  advantages  over 
a  period  of  time  especially,  to  the  heating 
of  the  constantly  changing,  relatively 
dirty  sendee  water  with  other  water 
which  is  used  over  and  over  as  in  a  trans¬ 
fer-heater  and  which,  having  once  de¬ 
posited  its  solids,  thereafter  is  purified 
and  so  can  pass  over  exceedingly  hot  fire¬ 
touching  areas  without  prejudice.  There 
should  be  an  aquastat  in  the  service  water 
which  operates  a  throttle  in  the  hotter  re¬ 
circulated  water  so  as  to  limit  the  service 
water  temperature.  Without  this  very 
beneficial  arrangement  direct-fired  serv¬ 
ice  hot  water  heaters  in  many  localities 
quickly  fill  up  with  lime. 

Pipe  coil  water  tube  gas  fired  hot  wa¬ 
ter  heaters  especially  accumulate  scale  in¬ 
side  the  tubes. 

Hot  Water  With  Oil  as  the  Fuel 

The  problem  of  supplying  service  hot 
water  economically  when  oil  is  the  fuel 
in  residence  heating  has  been  solved  ad¬ 
mirably  in  two  ways.  One  is  by  means 
of  separate  small  automatically  con¬ 
trolled  oil  burning  heaters.  These  are 
exceedingly  efficient  but  are  rather  costly, 
as  they  involve  separate  burners,  electric 
connections,  and  controls. 

The  second  solution  is  to  heat  the  serv¬ 
ice  hot  water  from  the  main  hot  water 
boiler  which  heats  the  house.  The  latter 
arrangement  has  been  found  satisfactory 
even  when  hand  firing  of  coal  is  in  effect. 
One  manufacturer  uses  electric  pump  cir¬ 
culation  on  both  the  house  heating  and 
the  service  hot  water  heating,  and  throt¬ 
tles  either  one  as  needed,  automatically, 
without  prejudice  to  the  double  propeller 
centrifugal  pump.  Another  allows  the 
service  water  to  be  about  20  degrees 


cooler  than  the  house  heating  water  (due 
to  size  of  heat  transfer  surface)  circulat¬ 
ing  thermally  to  a  storage  tank,  while  the 
house  heating  is  controlled  by  starting 
and  stopping  the  circulating  pump,  pre¬ 
ferably  by  a  thermostat.  The  boiler  wa¬ 
ter  is  controlled  at  a  ready  to  serve  tem¬ 
perature  always  warm  enough  to  answer 
the  greater  demand  and  this  boiler  water 
cannot  circulate  in  the  radiators  unless 
heat  for  the  house  is  needed. 

Adjustment  to  Outside  Temperature 

A  refinement  in  fuel  saving  for  any 
house  heating  system  would  be  to  regu¬ 
late  the  intensity  of  the  fire  in  proportion 
to  variations  in  the  outside  temperature. 
There  is  an  existing  successful  arrange¬ 
ment  which  accomplishes  this  using  two 
inter-connected  thermostats. 

There  is  another  scheme  with  an  out¬ 
side  thermostat  which  controls  the  check 
draft  at  the  outlet  from  the  boiler  of  the 
products  of  combustion.  The  outside 
thermostat  may  say,  “It’s  getting  toward 
noon,  it  is  warming  up;  better  check  that 
fire.”  There  will  be  a  thermostat  in  the 
breeching,  however,  which  may  say,  “I’m 
already  as  cool  as  I  am  allowed  to  get” 
so  there  will  be  no  reaction.  If  the  breech¬ 
ing  thermostat  were  willing,  however,  the 
draft  could  be  checked  or  the  oil  burner 
or  gas  burner  could  be  slowed  down  until 
the  limit  allowed  by  the  breeching  thermo¬ 
stat  was  reached  and  so  the  fire-intensity 
would  follow  along  after  changes  in  the 
outside  temperature. 

Unless  the  breeching  thermostat  were 
present  and  functioning,  of  course  the  out¬ 
side  thermostat  alone  might  cause  such 
a  low  temperature  in  the  chimney  as  to 
bring  about  leakage  into  the  house  of 
products  of  combustion;  and  the  breech¬ 
ing  thermostat  alone  might,  by  insisting 
on  a  comparatively  cool  chimney  tempera- 
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ture,  prevent  quick  response  by  the  fire 
to  a  sudden  demand  for  more  heat.  A 
clever  variation  of  this  general  scheme 
leads  a  sample  of  outside  air  through  a 
tube  so  that  it  influences  the  colder  part 
of  a  compound  thermostat  inside  the 
breeching;  the  chimney  draft  pulling  the 
air  from  outside  across  the  thermostat. 

One  prominent  manufacturer  is  obtain¬ 
ing  excellent  results  in  zone  temperature 
control  by  placing  the  master  thermostat 
against  an  outside  wall;  even  making  a 
circulating  tube  connection  from  outside 
to  the  thermostat.  The  tendency  seems 
definitely  to  be  toward  an  increased  defer¬ 
ence  to  the  outdoor  condition. 

Heat  Control  in  Large  Buildings 

The  owners  of  large  buildings,  especi¬ 
ally  those  heated  by  local  means  in  each 
room,  such  as  convectors  or  radiators,  are 
appreciating  more  and  more  the  benefits 
of  having  the  supply  mains  zoned  for  ori¬ 
entation.  Thus  the  greater  amount  of 
heat  will  go  West  in  the  morning  and  East 
in  the  afternoon,  on  sunny  days,  and  will 
go  to  windward  always,  and  may,  in  lofty 
buildings,  be  sent  mostly  to  the  lower 
stories. 

During  ordinary  winter  days  in  tall 
buildings  which  do  not  have  exceedingly 
tight  elevator  enclosures,  the  upper  stories 
require  practically  no  heat.  One  room, 
on  the  Northwest  corner  of  the  16th  story 
of  a  Chicago  building,  is  equipped  with 
38  sections  of  cast  iron  radiation.  So 
much  warm  air  from  lower  stories  forces 
its  way  through  transoms  and  doors  that 
except  on  especially  windy  days  during 
zero  weather  or  below,  the  radiator  sup¬ 
ply  valves  in  this  room  stay  shut  all 
winter. 

In  another  18-story,  Michigan  Avenue, 
Chicago  building,  an  office  on  the  8th  floor 
looking  East  on  the  Lake,  with  two  large 
windows,  never  has  had  the  radiators  hot. 


by  testimony  of  the  architect-tenant.  This 
building  has  no  tight  enclosures  around 
elevator  shafts  and  stairs  with  an  unusu¬ 
ally  open  and  lofty  first  story  which  re¬ 
quires  a  tremendous  supply  of  warm  air 
and  an  enormous  amount  of  direct  radi¬ 
ation.  Leakage  of  air  usually  is  inward 
on  the  lower  stories  of  tall  buildings  and 
outward  on  the  upper  stories.  The  neu¬ 
tral  zone  may  vary  with  the  temperature 
difference.  The  Michigan  Avenue  build¬ 
ing  mentioned  apparently  has  a  low  neu¬ 
tral  zone. 

There  are  very  few  tall  buildings  in 
which  a  separate  supply  main  for  the  first 
story  alone  was  not  installed.  I  know  of 
one  such  building,  however.  Steam  for 
the  first  story  stories  and  elevator  lobby 
was  expected  to  travel  up  to  the  distribut¬ 
ing  mains  at  the  24th  story,  then  to  come 
back  down  the  drop  feed  verticals.  The 
first  story  stories  are  very  slow  to  heat 
and  expensive  to  heat  and  the  enclosed 
built-in  vertical  steam  risers,  even  if 
someone  does  close  the  upper  story  radi¬ 
ator  valves,  tend  to  over  heat  the  offices 
through  which  they  pass. 

No  better  object  lesson  of  the  benefits 
of  zoning  the  steam  mains  can  be  found 
than  in  the  building  mentioned,  where 
zoning  was  not  considered  worth  while. 
Cost  of  operation  and  trouble  in  mainte¬ 
nance  both  show  up  with  startling  clear¬ 
ness.  Undoubtedly  a  new  basement  sup¬ 
ply  main  for  the  first  story  eventually 
will  be  installed  in  this  building. 

Induced  Vacuum 

People  having  to  do  with  vacuum  steam 
heating  are  coming  more  and  more  to  ap¬ 
preciate  the  effect  of  induced  vacuum. 
This  induced  vacuum  is  due  to  the  lack  of 
air  which  occurs  when  steam  is  condensed 
within  an  air  tight  vessel.  It  takes  place 
in  any  zoned  building  when  the  valve  in 
the  supply  main  is  closed.  This  subatmos- 
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pheric  pressure  can  attain  very  substan¬ 
tial  proportions  and  can  make  much  trou¬ 
ble.  If  four  different  large  divisions  of 
a  steam  heating  system  lead  to  a  vacuum 
pump  common  to  all  four,  and  if,  say,  two 
divisions  are  shut  off  while  two  divisions 
receive  steam  at  low  pressure,  there  will 
be  built  up  in  the  two  closed  divisions  an 
induced  vacuum.  The  return  main£  and 
the  traps  which  serve  the  two  divisions 
which  are  not  shut  off  are  sending  air  and 
water  at  a  pressure  greater  than  that 
within  the  closed  off  divisions,  to  the  suc¬ 
tion  of  the  vacuum  pump.  The  pump  may 
do  its  best,  but  it  cannot  hope,  under  the 
described  conditions,  to  build  up  a  suction 
pressure  beyond  that  of  the  induced  vacu¬ 
um  in  the  shut-off  divisions.  Therefore 
the  condensation  which  happened  to  be 
within  these  divisions  simply  remains 
there  and  condensation  from  the  returns 
of  the  turned-on  divisions  may,  and  often 
does,  back-up  into  the  returns  of  the  shut¬ 
off  divisions  whenever  the  induced  vacu¬ 
um  overcomes  the  pump  vacuum.  When 
the  shut-off  division  valves  eventually  re¬ 
open  and  admit  steam  there  will  be  much 
noise  and  great  trouble. 

The  answer  is  that  each  zoned  division 
of  such  large  buildings  especially,  better 
have  a  separate  vacuum  pump.  Check 
valves  in  each  separate  division  do  not 
answer,  because  the  induced  vacuum  may 
exceed  the  best  that  the  pump,  divided  as 
to  duty  between  several  zones,  can  do,  so 
that  the  check  valves  cannot  open  even 
though  water  may  pile  up  behind  them. 

Here  is  exemplified  an  advantage  to  the 
u.se  of  mechanically  circulated  water,  with 
which  the  induced  vacuum  bugaboo  does 
not  present  itself.  Many  plants  using  wa¬ 
ter  are  being  installed  in  which  the  radia¬ 
tion  is  of  no  larger  capacity  than  that 
which  would  be  required  if  steam  were 
circulated,  since  by  using  a  trifle  more 
pressure  on  the  water  it  will  not  boil  at 


customary  steam  temperatures.  There  is 
every  indication  that  mechanically  circu¬ 
lated  water  at  the  higher  temperatures 
will  serve  excellently  in  nonferrous  finned 
convections,  for  which  duty  thermally  cir¬ 
culated  water  has  not  generally  been  suc¬ 
cessful.  The  thermally  circulated  water 
may  flow  through  these  convectors  in  suf¬ 
ficient  quantities,  but  the  temperature 
difference  between  the  water  and  the 
air  has  been  often  too  slight  to  promote 
the  currents  of  air  through  the  convector 
and  its  enclosure  necessary  to  bring  about 
an  adequate  heat  transfer. 

It  is  difficult  to  conceive  of  a  more  satis¬ 
factory  heating  system  than  a  zoned  me¬ 
chanically  circulated  water  using  plant, 
especially  with  arrangements  for  continu¬ 
ous  water  flow  at  varying  water  tempera¬ 
tures  for  each  zone  as  required. 

In  Europe  it  is  not  unusual,  on  large 
central  hot  water  heating  systems,  to  send 
the  water  out  in  two  flow  mains,  both  un¬ 
der  the  same  pressure  differential  but  one 
much  warmer  than  the  other.  At  each 
zoning  point  an  automatically  controlled 
selector  mixes  the  water  from  the  two 
supply  mains  as  may  be  desirable  and  it 
finds  its  way,  after  having  passed  through 
the  radiation,  back  to  be  reheated  through 
a  return  which  is  common  to  all. 

An  interesting  feature  of  conventional 
mechanically  circulated  hot  water  heating 
when  each  radiator  or  zone  is  controlled 
automatically  is  the  cumulative  effect  of 
closing  off  more  and  more  of  the  radia¬ 
tion.  The  water,  being  under  a  fixed  dif¬ 
ferential,  tends  to  speed  up  as  it  passes 
through  the  remaining,  still  not  shut  off, 
radiation  and  most  assuredly  heats  that 
radiation  even  though  it  is  true,  under 
such  conditions,  that  much  more  water  is 
passing  at  that  time  than  is  necessary  to 
promote  the  designed  mean  effective  tern 
perature. 

In  ordinary  large  installations,  using 
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mechanically  circulated  hot  water  with  lo¬ 
cal  automatic  temperature  regulation  of 
the  flow  to  each  radiator,  there  is  usually 
no  need  for  refined  adjustment  of  water 
flow,  since  the  cumulative  effect  due  to 
stopping  flow  automatically  through  the 
radiation  in  the  rooms  which  are  first  to 
heat,  brings  about  almost  unnoticed,  a 
rapid  water  flow  in  the  more  sluggish  cir¬ 
cuits. 

In  central  station  mechanically  circu¬ 
lated  hot  water  systems  there  is  a  tend¬ 
ency  for  the  water  to  become  fouled  with 
sediment.  It  is  wise  to  provide  pockets 
of  large  capacity  in  the  flow  mains  at  the 
inlets  to  the  heating  system,  in  such  in¬ 
stances,  so  that  this  debris  will  be  held 
against  a  periodical  cleaning  day.  In  one 
case  the  main  valves,  of  large  size,  on  a 
central  hot  water  system  were  installed 
with  the  stems  vertical  but  looking  down. 
The  valve  bonnets  filled,  in  a  few  months, 
with  debris  which  solidified  in  place  to 
such  an  extent  that  the  by-pass  valves, 
which  were  closed,  could  not  be  opened. 
Other  large  valves  in  the  same  system 
which  had  their  stems  vertical  or  hori¬ 
zontal,  gave  no  such  trouble. 

Insulating  Material 

Interesting  new  forms  of  insulating 
material  are  on  the  market.  One  of  these 
is  made  from  rubber  which  has  been  hard¬ 
ened  or  vulcanized  in  the  cellular  condi¬ 
tion  commonly  exemplified  in  soft  rubber 
sponges.  This  material  will  endure  wide 
ranges  of  temperature,  hot  or  cold  and  is 
about  as  nearly  non-absorbent  of  moisture 
as  anything  can  be.  Its  conductivity  is 
of  the  order  of  0.2  compared  with  around 
0.3  for  many  commercial  insulators. 

Another,  especially  desirable  for  board 
type  insulation  of  light  weight  and  re¬ 
markable  durability,  uses  very  thin  sheets 
of  aluminum  foil  between  air  spaces  and 


has  found  especial  adaptability  in  airplane 
cabin  construction. 

Dust  Control 

One  thinks  of  a  filter  as  a  sort  of 
strainer  or  sieve.  Many  air  filters  are 
constructed  on  this  principle.  If  they  re¬ 
move  dust  from  air  they  must  hold  the 
dust  until  the  next  cleaning  hour  and  it 
follows  that  the  retained  dust  must  ob¬ 
struct  the  air  passages.  Thus  all  sieve 
type  air  filters  have  a  certain  resistance 
to  air  flow  when  clean  and  new,  with  an 
agreed  or  established  arrestance  of  dust 
depending  on  the  fineness  of  their  inter¬ 
stices.  As  they  accumulate  dust  the  re¬ 
sistance  must  increase  as  the  air  passages 
become  clogged,  and  for  the  same  reason 
the  arrestance  of  dust  improves,  since  the 
air  passages  become  smaller  due  to  the 
retained  or  piled  up  dust.  The  more  ar¬ 
restance  an  air  filter  of  the  sieve  type 
manifests,  the  more  often  must  it  be 
cleaned. 

It  has  been  proved  possible,  however, 
to  remove  dust,  even  of  the  fine  sizes, 
from  air  without  utilizing  the  sieve  prin¬ 
ciple.  The  passages  in  such  filters  always 
are  much  larger  than  the  dust  particles; 
yet  the  device  removes  dust  with  a  very 
high  arrestance  even  when  new  and  clean, 
and  will  retain  this  arrested  dust  for  re¬ 
markably  long  periods  between  cleanings 
without  greatly  impeding  the  freedom  of 
air  passage. 

Dust  in  an  air  stream  moving  at  high 
speed  tends  to  go  in  straight  lines  and  is 
somewhat  less  willing  than  air  to  be  de¬ 
flected.  After  passing  an  obstruction  or 
baffle  in  an  air  stream,  unless  this  is  most 
favorably  streamlined,  there  always  will 
be  an  eddy.  If  there  are  many  baffles  even 
though  these  relatively  may  be  coarse  and 
especially  if  they  are  sticky,  the  dust 
builds  up  on  their  windward  sides  due  to 
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its  straight-ahead  tendency,  and  collects 
in  the  relatively  quiet  eddy-edges  on  the 
leeward  sides  of  the  sticky  baffles.  This 
basic  principle  of  dust  separation  is  used 
commercially  throughout  the  world  in 
many  very  interesting  ways. 

Automobile  heating  and  ventilating  and 
cooling  has  made  great  strides  recently, 
and  it  is  evident  that  automotive  engi¬ 
neers  decidedly  are  air  conscious,  both  as 
to  the  inside  and  the  outside  of  the  cars. 

By  using  intelligently  the  injector  prin¬ 
ciple,  remarkable  improvements  in  venti¬ 
lation  of  the  interior  of  passenger  cars 
have  been  made.  By  using  the  already- 
available  forced  circulation  hot  water  of 
the  engine  cooling  system  in  a  fan- 
equipped  recirculating  heater  the  odorless, 
gas-free,  dustless  heating  of  automobiles 
has  been  accomplished.  The  only  cost  in¬ 
volved  is  for  the  power  to  drive  the  fan. 
which  is  so  small  as  to  be  negligible.  It 
is  too  bad  really,  that  still  more  of  the 
otherwise  waste  heat  cannot  be  used. 

Prevention  of  Odors 

Where  recirculation  of  the  air  through 
cooling  devices  local  to  each  room  of  a 
building  is  in  use,  the  natural  infiltration 
and  leakage  of  outside  air  usually  is  too 
slow  to  prevent  odors,  such  as  from  to¬ 
bacco  smoke,  though  from  a  health  and 
comfort  standpoint  alone  no  one  knows 
of  any  particular  harm  coming  to  the  oc¬ 
cupants  from  remaining  in  the  odorous 
enclosure.  It  is  possible  and  practicable 
to  mask  this  sort  of  odor  with  ozone  at  lit¬ 
tle  cost  for  investment  or  for  operation. 

Glass  Windows 

People  become  slaves  to  convention. 
They  are  accustomed  to  conventional 
glass  windows.  Rarely  do  people  realize 
that  the  cost  of  heating  and  the  cost  of 


cooling,  where  cooling  is  done,  are  gov¬ 
erned  very  largely  by  the  area  of  glass. 
An  ordinary  wall  may  transmit  around 
20  Btu  per  square  foot,  but  a  square  foot 
of  glass  may  transmit  in  winter  as  much 
as  80  Btu.  The  interior  glass  surface  be¬ 
comes  so  cold  in  winter  that  moisture  con¬ 
denses  upon  it  out  of  the  air  in  the  rooms 
and  thus  the  amount  of  practical  dehu¬ 
midification  is  limited. 

Small  paned  upper  sash  windows  in 
residences  which  have  roller  shades  usu¬ 
ally  covering  them  are  prone  to  be  wet 
from  the  beginning  of  the  heating  season 
to  the  end  of  it,  as  the  pocketed  air  is 
cooler  than  the  air  in  the  room  and  so 
achieves  its  dewpoint  temperature  at  a 
lower  degree.  The  paint  on  the  cross 
members  of  the  sash  under  the  glass  evi¬ 
dences  this  condition. 

Ordinary  glass  gives  some  illumination 
but  it  shuts  out  the  health  giving  ultra 
violet  rays  and  so  the  chief  benefit  of  glass 
in  windows  is  to  provide  a  barrier 
through  which  one  may  see  out  of  doors. 
One  can  see  through  double  glass  just 
about  as  well  as  through  single  glass. 
Double  glass  in  single  sash,  sealed  so  that 
dust  cannot  get  between  the  panes,  is 
commercially  available.  It  reduces  the 
heat  transmission  from  around  80  Btu  per 
hour  to  around  30  Btu  per  hour.  The  air 
between  the  two  panes  of  glass  assumes 
an  intermediate  temperature  and  the 
tendency  for  condensation  to  occur  on 
the  room  side  of  the  inner  pane  is  very 
greatly  reduced. 

Houses  which  use  refrigeration  for 
summer  comfort-cooling  can  be  benefited 
remarkably  by  using  double  glass  in  single 
sashes  and  can  avoid  the  many  objection¬ 
able  features  which  attend  the  use  of 
storm  sash. 


The  Organization  and  Supervision  of  Purchasing 

By  Kenneth  Cotton  Brown 


There  are  few  businesses  in  which 
intelligent  purchasing  will  not  be  an 
important  factor  in  determining 
profits.  This  statement  applies  very  par¬ 
ticularly  to  the  purchasing  incident  to  the 
management  of  income  real  estate  during 
times  of  economic  stress. 

The  degree  of  ability  and  efficiency  of 
the  purchasing  agent  and  his  department 
will  be  found  to  be  directly  reflected  in  the 
operating  statements  of  the  properties  and 
will  be  certain  to  have  an  effect  upon  the 
reputation  of  the  management. 

In  Real  Estate  Management,  purchasing 
is  in  intimate  association  with  the  applica¬ 
tion  of  the  items  purchased  to  the  physical 
maintenance  of  the  properties.  It  is  there¬ 
fore  essential  that  the  purchasing  depart¬ 
ment  and  the  purchasing  agent  not  only  do 
the  buying,  but  be  occupied  with  the  gen¬ 
eral  maintenance  and  preservation  of  the 
properties  for  which  the  purchasing  is 
done. 

Functions  of  Purchasing  Department 
AND  Work  of  Purchasing  Agent 

In  general,  the  functions  of  the  purchas¬ 
ing  department  are  the  procurement  of 
necessary  items  of  material  and  services 
of  the  proper  quality  and  quantity  at  the 
lowest  price  obtainable,  for  delivery  at  the 
time  and  place  required.  In  support  of 
these  functions  the  purchasing  department 
must  have  a  knowledge  of  what  is  to  be 
obtained,  and  to  achieve  this  knowledge, 
the  purchasing  agent  must  be  well  ac¬ 
quainted  with  the  details  of  the  business 
for  which  he  buys. 

Another  important  requirement  of  the 
purchasing  agent  and  his  department  is  a 
knowledge  ot  ' where  to  buy.  A  good  pur¬ 


chasing  agent  will  have  and  keep  alive 
many  contacts  with  vendors  of  the  articles 
and  services  which  his  knowledge  and  ex¬ 
perience  tell  him  will  be  needed. 

On  the  matter  of  price  and  quality, 
which  will  bear  important  influence  in  de¬ 
termining  where  the  purchasing  agent  will 
buy,  he  wall  keep  himself  and  his  depart¬ 
ment  informed  through  catalogues,  pub¬ 
lished  price  lists,  and  experience  with 
vendors.  Trade  exhibits,  trade  publica¬ 
tions,  and  the  like,  will  contribute  much  to 
the  purchasing  agent’s  knowledge  of  price, 
quality,  and  availability  of  materials.  The 
purchasing  agent  should  study  markets 
and  general  economic  conditions  and  he 
should  combine  with  the  information 
gained  in  this  manner,  information  of  new' 
products,  improvements  in  old  ones, 
changes,  and  any  other  information  perti¬ 
nent  to  the  business  for  which  he  is  buy¬ 
ing  ;  and  he  should  convey  this  information 
to  the  other  departments  as  often  as  ad¬ 
visable. 

Centralization  of  Purchasing 

In  organizing  the  purchasing  depart¬ 
ment,  the  executive  in  charge  should  plan 
carefully  to  bring  all  purchasing  under  the 
control  of  the  purchasing  agerut.  Purchas¬ 
ing  by  several  disassociated  persons  or  de¬ 
partments,  aside  from  needless  duplication 
of  personnel,  records,  and  overhead  ex¬ 
pense,  will  result  in  loss  or  extravagant 
ideas  and  methods,  higher  prices,  and 
needless  waste.  Often  a  careful  examina¬ 
tion  of  an  existing  organization  will  show 
that  purchasing  may  be  more  centralized. 
When  changes  have  been  made  to  correct 
these  conditions  results  will  invariably 
show  increase  in  price  advantage,  due  to 
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combination  of  small  orders,  elimination 
of  needless  variety  of  items,  reduction  of 
purchasing  department  overhead,  and  defi¬ 
nite  fixation  of  responsibility,  together 
with  the  elimination  of  inter-departmental 
friction. 

The  advantages  of  centralized  purchas¬ 
ing  are  so  apparent  that  they  have  been 
frequently  made  the  basis  for  attempts  at 
organizing  cooperative  buying  groups. 
However,  the  difficulty  that  such  groups 
encounter,  which  makes  them  seldom  suc¬ 
cessful,  arises  from  the  fact  that  the  par¬ 
ticipants  themselves  are  only  loosely 
grouped. 

Routine  of  Purchasing 

The  first  step  in  the  purchase  of  ma¬ 
terials  or  service  is  most  frequently  the 
purchase  requisition  which  originates  out¬ 
side  the  purchasing  department.  It  is  the 
purchasing  department’s  first  intimation 
that  the  materials  or  services  will  be  re¬ 
quired.  An  exception  to  this  is  the  so- 
called  market  purchasing,  which  will  be 
mentioned  later. 

The  purchase  requisition  should  convey 
to  the  purchasing  department  the  follow¬ 
ing  information : 

1.  The  department  requiring  the  purchase. 

2.  The  amount  to  be  purchased. 

3.  An  accurate  description  of  material  or  serv¬ 
ice  required. 

4.  The  date  on  which  delivery  is  to  be  made. 

5.  Place  of  delivery. 

6.  Authority  for  the  purchase. 

■  The  purchase  requisition  should  be  made 
in  a  sufficient  number  of  copies  to  provide 
for  the  requirements  of  the  organization. 
Ordinarily  the  requisitioning  department 
will  require  one,  the  purchasing  depart¬ 
ment  two,  one  for  the  live  order  file,  and 
the  other  for  the  record  file,  since  the  live 
order  file  will  require  indexing  alphabeti¬ 
cally  by  vendor,  while  the  record  file  will 
be  indexed  according  to  organization  re¬ 
quirements  in  some  other  fashion. 


Upon  receipt  of  the  requisition,  the  pur¬ 
chasing  department  makes  up  the  pur¬ 
chase  order  to  be  sent  the  vendor.  This 
should  carry  the  following  information : 

1.  Name  and  address  of  the  vendor  and  vendee. 

2.  A  serial  number. 

3.  Number  and  description  of  the  articles  or 
service  required. 

4.  Price. 

5.  Delivery  date. 

6.  Delivery  point. 

7.  Method  of  shipment. 

8.  Any  special  contractual  provisions  between 
vendor  and  vendee. 

9.  Signature  of  authorized  agent  of  vendee. 

The  purchase  order,  like  the  requisition, 
must  be  made  in  sufficient  number  of  cop¬ 
ies  to  fulfill  organization  requirements, 
which  are — original  to  the  vendor,  one  to 
the  requisitioning  department,  one  to  the 
pending  order  file  (indexed  alphabetically 
by  name  of  the  vendor),  and  one  to  a  nu¬ 
merical  file. 

In  small  organizations  where  the  volume 
of  purchasing  is  not  too  large  and  contig¬ 
uity  of  departments  permits,  it  is  not  nec¬ 
essary  to  have  so  many  copies.  In  this  lat¬ 
ter  case,  the  requirements  are — original  to 
vendor,  one  in  a  file  indexed  by  building 
for  which  ordered,  which  corresponds  to 
the  copy  given  to  the  department  requisi¬ 
tioning,  and  one  for  a  numerical  file,  a  to¬ 
tal  of  three  copies. 

Where  rush  orders  are  telephoned  to  the 
vendor,  the  vendor  should  be  given  an  or¬ 
der  number  and  the  order  form  bearing 
that  number  should  be  made  up  and  sent 
in  confirmation  of  the  verbal  order. 

In  organizations  requiring  a  large 
amount  of  purchasing  and  where  receiving 
and  inspection  departments  are  main¬ 
tained,  it  is  necessary  for  the  purchasing 
department  to  send  copies  of  the  purchase 
order  to  these  other  departments  so  that 
when  the  goods  are  delivered  the  receipt  of 
and  inspection  of  quality  and  quantity  can 
be  properly  checked. 

To  apply  the  foregoing  to  a  real  estate 
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management  organization  is  simple.  The 
requisition  originates  with  the  manage¬ 
ment  supervisor,  janitor,  building  superin¬ 
tendent,  or  other  person  charged  with  the 
direct  supervision  of  the  property.  It  is 
submitted  to  the  purchasing  department 
which  at  once  orders  the  material.  Upon 
delivery,  the  janitor  signs  the  receipt  or 
delivery  slip,  which  is  turned  over  to  the 
building  supervisor.  He  inspects  the 
goods  and  if  they  are  in  order,  he  turns  in 
the  receiving  ticket,  with  his  approval  in¬ 
dorsed  thereon,  to  the  purchasing  depart¬ 
ment.  The  purchasing  department  holds 
the  receiving  slip  with  copy  of  the  order  to 
be  attached  to  the  invoice  when  received. 
The  invoice  should  not  be  approved  for 
payment  until  the  delivery  K.iip  with  the 
building  supervisor’s  approval  thereon, 
has  been  attached. 

Market  Purchasing 

Market  purchasing  above  mentioned,  is 
a  term  applied  to  purchase  of  required  ma¬ 
terials  at  times  and  in  amounts  dictated 
primarily  by  market  and  price  conditions 
and  the  judgment  of  the  purchasing  agent. 
In  this  method  of  purchasing,  the  buyer 
estimates  requirements  and  buys  at  times 
when  price  advantage  is  greatest.  In  real 
estate  management,  business  market  pur¬ 
chasing  may  be  exemplified  by  the  summer 
purchase  of  coal,  by  fuel  oil  contracts,  etc. 

Organization  of  the  Department 

The  number  of  persons  engaged  in  the 
purchasing  department  will  depend  of 
course  upon  the  amount  of  purchasing  to 
be  done.  The  nature  of  the  work  of  pur¬ 
chasing  for  a  real  estate  management  en¬ 
terprise  and  the  intimate  association  of 
purchasing  with  maintenance  of  proper¬ 
ties  managed  undoubtedly  will  lead  to  a 
combination  of  purchasing  and  mainte¬ 
nance.  In  one  organization  with  which  I 
have  had  experience  where  the  volume  of 


purchasing  was  for  some  time  quite  large, 
the  system  was,  roughly,  as  follows ; 

Requisitions  originated  in  the  management  di¬ 
vision,  which  had  general  supervision  of  proper¬ 
ties  but  which  did  not  possess  detailed  technical 
knowledge  of  materials,  prices,  quality,  etc. 

The  requisitions  went  to  the  maintenance  di¬ 
vision  for  the  addition  of  specifications,  then  to 
the  purchasing  department  for  order. 

In  a  smaller  organization,  where  the 
volume  of  purchasing  is  not  so  large,  pur¬ 
chases  are  handled  in  a  similar  fashion. 
However,  only  one  copy  of  the  requisition 
is  made,  which  remains  with  the  manage¬ 
ment  supervisor.  The  original  requisition 
goes  to  the  maintenance  superintendent, 
who  directs  purchasing  through  a  clerk. 

The  purchasing  department,  as  well  as 
all  other  departments  of  the  real  estate 
management  organization,  should  be  cre¬ 
ated  on  a  plan  permitting  ordinary  expan¬ 
sion  and  contraction  and  therefore  should 
be  based  upon  one  or  two  key  persons  as  a 
nucleus.  In  case  of  the  purchasing  de¬ 
partment,  the  nucleus  should  be  the  super¬ 
intendent  of  maintenance.  As  volume  of 
work  increases,  personnel  may  be  added  as 
necessary,  each  such  addition  by  the  as¬ 
sumption  of  minor  duties  relieving  the 
maintenance  superintendent.  If  each  ad¬ 
dition  has  been  carefully  selected,  the  addi¬ 
tional  personnel  may  be  expected  to  grow 
to  increasingly  important  duties  as  the 
work  expands. 

Relation  of  Purchasing  Department 
TO  Other  Departments 

One  of  the  important  duties  of  the  pur¬ 
chasing  agent  is  that  of  realizing  that  he 
and  his  department  are  created  for  the 
service  of  the  other  departments  of  the 
business.  The  purchasing  agent  does  not 
commence  to  function  until  called  upon  to 
do  so  by  one  of  the  other  departments  and, 
in  functioning  properly,  it  uses  its  own 
methods  to  provide  promptly  those  serv¬ 
ices  required  of  it.  On  the  other  hand,  the 
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other  departments  must  realize  that  un¬ 
less  they  cooperate  fully,  the  purchasing 
department  may  be  severely  handicapped 
in  providing  the  services  required.  For 
example,  the  requisition  calling  for  one 
bath  tub  waste  plug  does  not  convey  re¬ 
quired  information,  since  waste  plugs 
come  in  various  sizes,  etc.  On  the  other 
hand,  a  requisition  calling  for  decorating 
of  an  expensive  apartment  should  not  be 
filled  by  providing  services  and  materials 
suitable  for  a  very  cheap  apartment. 

Purchasing  Department  Records 

Records  form  a  very  important  part  of 
the  material  of  operation  of  the  purchas¬ 
ing  department.  They  are  in  constant  use 
and  when  required  are  usually  demanded 
promptly.  It  is  therefore  advisable  to 
have  these  records  in  conveniently  located 
files  classified  in  a  manner  which  will 
cause  the  least  confusion  and  delay  in  lo¬ 
cating  them.  These  records  consist  in  the 
main  of  two  principal  kinds : 

1.  Information  on  materials,  sources  of  supply 
and  price. 

2.  Pending  orders,  contracts,  receiving  slips  and 
invoices  awaiting  approval. 

Under  the  first  class  will  be  found  ven¬ 
dors’  catalogues,  price  lists,  advertising, 
trade  journals,  market  information,  etc. 

The  second  class  is  self-explanatory  and 
has  been  discussed  above.  Reference  to 
the  second  class  of  records  will  be  made 
much  more  frequently  than  to  the  first. 

Sources  of  Supply,  Knowledge  of  Goods, 
Standardization  of  Specifications 

As  has  been  said,  accurate  knowledge  of 
the  work  of  the  organization  for  which  he 
is  buying  is  an  essential  to  the  efficient 
purchasing  agent  in  the  real  estate  man¬ 
agement  business.  This  means  that  the 
man  charged  with  the  responsibility  for 


purchasing  should  have  at  least  a  working 
knowledge  of  building  construction  and 
costs,  including  steam  fitting,  plumbing, 
elevator  maintenance,  carpentry,  masonry, 
landscaping,  as  well  as  current  prices  of 
all  classes  of  fuel  and  many  other  items. 

In  addition,  he  must  know  the  standards 
of  quality  and  the  prices  at  which  all  the 
various  items  of  janitor  supplies,  repair 
parts,  etc,,  are  available,  in  order  to  be  in 
a  position  to  advise  in  the  selection  of  pur¬ 
chases,  for  it  is  obvious  that  different 
standards  of  quality  in,  for  instance, 
plumbing  fixtures,  would  be  used  in  the 
replacement  in  apartments  renting  at 
$20.00  per  month  and  others  renting  at 
$10.00  per  month. 

Reliable  sources  of  supply  are  essential. 
Unreliable  ones  create  a  burden  on  the 
management  through  delays  in  delivery  or 
delivery  of  inferior  quality  of  merchan¬ 
dise,  both  of  which  result  in  tenant  dis¬ 
satisfaction,  if  not  actual  loss  of  tenants. 

Thorough  knowledge  of  requirements 
will  aid  the  purchasing  agent  in  standard¬ 
izing  materials  required.  This  will  be 
productive  of  economy  in  purchasing  and 
will  reflect  in  the  earnings  of  the  building, 
as  well  as  aiding  in  the  preparation  of 
specifications  for  special  orders.  Special 
orders  which  include  decorating,  boiler, 
masonry,  and  carpentry  work  require  care¬ 
ful  specifications,  particularly  when  the 
work  is  let  under  contract  as  a  result  of 
competitive  bidding.  Unless  bids  are  made 
on  definite  specifications  they  cannot  be 
compared.  Further,  competitive  bidding 
based  on  improper  or  inadequate  specifica¬ 
tions  or  no  specifications  will  depress  qual¬ 
ity  of  materials  and  workmanship  to  a 
point  where  neither  is  acceptable.  More¬ 
over,  lack  of  specifications  deprives  the 
management  of  the  ability  to  reject  the  i 
work.  I 


Form  of  Application  for  Membership 

“In  order  that  eligible  property  managers  and  Management  we  publish  herein  below  an  exact 
property  management  firms  may  study  the  condi-  replica  of  the  application  form  for  membership.” 
tions  of  application  to  the  Institute  of  Real  Estate 

Name  of  Candidate . 

Individual,  partnership,  corporation  or  trust . . 

Address :  Main  Office . City . 

Branch  Office  (1) . 

Branch  Office  (2) . 

Statement  of  Experience 

Years  established . Original  Name . 

Reorganizations  . 


Years 

Present  Officers — President . Experience 

Years 

Vice  Pres . Experience 

Years 

Vice  Pres . Experience 

Years 

Secretary . Experience 

Years 

Treasurer  . Experience 

Executive  in  charge  of  management  operations  . 

Title . Experience  in  management. . 

Principal  types  of  property  managed . 


Territory  covered  by  management  operations  . 

Years  applicant  has  been  actively  engaged  in  management  of  real  estate 
Other  Departments  or  activities : 


Affiliations  and  memberships  in  business  organizations: 

Real  Estate  Board . 

Building  Owners’  &  Managers’  Assn . 

Chamber  of  Commerce . 


Years 

Years 

Years 

Years 

Years 

Years 
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Volume  of  Management  Business: 


Type 


Residences  (no  heat  or  serv¬ 


Number 

Buildings 

Number 

Units 

Number 

Rented 

1 

Number 

Vacant 

Per  Cent 
Vacant 

Number 
Rented 
Past  Year 

Number 
Vacated 
Past  Year 

j 

ice  furnished)  . | 

Flats  (no  heat  or  service 

furnished)  . 

Apartments . ' 

Apartments  (furnished)  .. 
Hotels  . I 


Stores  . 

Offices  . 

Lofts  or  Factories 

Garages . 

TOTALS  . 


How  many  non-resident  clients  have  you . 

For  how  many  insurance  companies  or  non -residential  real  estate  companies  do  you 
manage  properties . 


Remuneration  Basis: 

Board  Rate 

Rate  most  fre¬ 
quently  charged 

Minimum 

Rate 

Maximum 

Rate 

Gommission  on  Collections . 

Commission  on  leases  (new) . 

Commission  on  leases  (renewals) . 

Commission  on  Disbursements . 

Flat  Fees . 

Rebates  or  discounts  (describe) . 

If  commissions  or  discounts  are  taken  on  disbursements,  are  they  shown  on  owner’s 
statement  . 


Are  the  above  rates  sufficient  to  leave  a  satisfactory  net  profit  on  operations 


Employees  in  Management  Department: 


Name 

Duties 

Experience 

If  Bonded 
for  How  Much 

Length  of 
Service 

Per  Cent  of 
Time  Spent  in 
Management 
Dept. 

i 

i  . 

1 

1 

1 

'  ' 

Copy  of  Application 
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In  what  company  are  above  fidelity  bonds  carried  . 

Is  compensation  insurance  required  by  state . 

Is  it  being  carried . In  what  company  . 

Is  public  liability  insurance  being  carried . In  what  company 

Contingent  liability  insurance . In  what  company 

Is  hold-up  and  burglary  insurance  carried . 

What  amount  $ . In  what  company . 


Management  Functions 

Renting : 

1.  Are  renting  brokers  or  salesmen  employed  . 


Describe  methods  used  and  remuneration  paid  brokers. 


Do  you  rent  properties  not  under  management . On  what  basis , 


Collections: 

1.  Are  bills  rendered  tenants  monthly . 

2.  Do  you  employ  collectors . 

3.  Are  collectors  also  in  charge  of  maintenance  and  repairs . 

4.  How  are  collectors  supervised . 

Maintenance  and  Repairs: 

1.  Are  regular  inspections  of  managed  properties  made . 

Are  written  reports  made . 

Who  makes  these  inspections  and  reports  . 

2.  Who  supervises  work  of  resident  managers,  janitors  and  building  employees 


3.  Who  determines  necessity  of  repairs 


Who  orders  repairs 


Accounting : 

1.  Are  clients’  funds  regregated  in  a  separate  bank  account  or  accounts . 

2.  Are  surety  bonds  furnished . In  what  percentage  of  business . 

3.  Are  charges  made  to  clients’  accounts  when  bills  are  actually  paid  or  on  accrual 

basis  through  an  accounts  payable  system  . 


4.  Are  books  audited  regularly . By  whom . 

How  often . 

This  Application  Is  Submitted  With  the  Full  Understanding: 

1.  That  the  information  given  herein  is  for  the  sole  purpose  of  judging  the  applicant’s 
eligibility  for  membership  and  that  it  wTl  be  held  strictly  confidential. 
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2.  That  the  information  given  is  complete  and  correct  to  the  best  of  the  knowledge 
and  belief  of  person  signing  application. 

3.  That  all  reasonable  additional  information  will  be  given  when  requested  or  when 
personal  inspection  is  made. 

4.  That  the  applicant  waives  all  claims  against  the  Institute  or  any  of  its  officers,  com¬ 
mittee  members  or  other  officials  or  employees  as  individuals  or  as  a  group  for  any 
official  act  in  connection  with  the  Institute  and  particularly  as  to  its  or  their  acts 
in  electing  or  failing  to  elect  or  discipline  the  applicant  as  a  member. 

5.  That  the  applicant  agrees  to  conform  to  and  uphold  the  By-Laws  of  the  Institute 
and  will  within  thirty  days  fully  comply  with  the  Membership  qualifications  therein 
set  forth. 

This  application  made  and  signed  on  this . day  of . 19 _ 

at . on  behalf  of . 


BY  . 

TITLE . 

Subscribed  and  sworn  to  before  me 
this . day  of . 19. . . . 


Notary  Public. 

DO  NOT  FILL  IN 


Application  received . 

Inspection  fee  $ . Received  . 

Inspection  ordered . Report  received 

Admissions’  Committee  notified . 

Submitted  to  Board  of  Governors . '. . 

Elected  to  membership . Rejected . 

Certificate  of  auditor  received . 

Number  of  units  managed . Amount  dues  $ 

Twelve  months’  dues  received . 


Certificate  of  membership  delivered 


ARTICLES  WORTH  READING 


Beckham,  L.  C.  “Dodge  the  Non-Paying  Tenants.” 
Real  Estate.  May  5,  1934,  p.  12.  |0.30.  Greater 
care  in  selection  and  diligent  use  of  carefully 
prepared  forms  reduce  dead-beats. 

Beckham,  L.  C.  “Where  Policy  of  Leniency  Fails.” 
Real  Estate.  May  19,  1934,  p.  11.  $0.30.  In 

this  article,  Mr,  Beckham  discusses  the  impor¬ 
tance  of  the  tenants’  mental  attitude  on  rent 
paying. 

Brown,  Kenneth  C.  “Technique  of  Receiverships.” 
Real  Estate.  May  5,  1934,  p.  15.  $0.30.  The 
receiver  as  a  property  manager  must  function 
according  to  law  and  observe  certain  rules  to 
avoid  trouble. 

Burkhard,  E.  E.  and  Boulon,  F.  G.  “Apartment 
House  Maintenance.”  Buildings  and  Building 
Management.  Dec.  1933,  p.  39;  Jan.  1934, 
p.  33;  Feb.  1934,  p.  33;  March  1934,  p.  49; 
April  1934,  p.  47;  May  1934,  p.  45.  $1.20  each. 
A  series  of  6  valuable  articles  on  every  phase 
of  apartment  building  operation. 

“Classified  Advertising  That  Attracts  Attention.” 
Buildings  and  Building  Management.  March 
1934,  p.  42.  $0.70.  An  Interesting  combina¬ 

tion  of  display  and  classified  advertising. 

Craven,  B.  N.  “Making  Your  Rent-Ads  Pay.”  Na¬ 
tional  Real  Estate  Journal.  Jan.  1934,  p.  25. 
$1.20.  Concerns  apartment  advertising. 

Demorest,  William  J.  “Pricing  Office  Space  Under 
Present  Conditions.”  Buildings  and  Building 
Management.  June  1934,  p.  25.  $0.45.  Mr. 

Demorest  is  Vice-President,  Wm.  A.  White  & 
Sons,  New  York  City. 

Downs,  James  C.,  Jr.  “Management  Firm  Organ¬ 
izes  Its  Own  Testing  Laboratory.’’  Buildings 
and  Building  Management.  Jan.  1934,  p.  19. 
$0.70.  The  Materials  Testing  Laboratories  is 
eliminating  guesswork  and  personalities  in 
the  purchasing  of  materials  and  equipment. 

Eaton,  Leland  E.  “Building  Managers  Must  Have 
More  Credit  Information.”  Buildings  and 
Building  Management.  April  1934,  p.  31.  $0.70. 
Mr.  Eaton  is  Vice-President,  Lytton  Building 
Corporation,  and  Manager  of  the  Lytton  Build¬ 
ing,  Chicago. 

“Effective  Ways  of  Using  Vacant  Store  Windows.” 
Buildings  and  Building  Management.  June 
1934,  p.  36.  $0.45.  Well  illustrated  with  cuts. 

“The  First  Requirement  in  Renting  Is  a  Plan.” 
Buildings  and  Building  Management.  April 
1934,  p.  25.  $0.70.  The  consequence  of  rent¬ 
ing  decisions  made  on  the  spur  of  the  moment 
are  written  in  red  on  the  records  of  many 
potentially  profitable  buildings. 

“Fixed  Prices  vs.  Bargaining.”  Buildings  and 
Building  Management.  May  1934,  p.  38.  $0.70. 
The  second  article  in  a  series  of  timely  and 
pertinent  discussions  of  1934  renting  methods 
and  policies. 


Haynie,  H.  E.  “Management  Institute  Fills  Long 
Felt  Need.”  National  Real  Estate  Journal. 
May  1934,  p.  25.  $0.70.  The  aims  and  pur¬ 

poses  of  the  new  Institute  are  explained  by 
the  President. 

Hosinger,  Edward  F.  “Our  Procedure  in  Taking 
Over  the  Management  of  a  Building.”  Na¬ 
tional  Real  Estate  Journal.  March  1934,  p. 
40.  $1.20.  Illustrated  with  Valuable  forms. 

Hosinger,  Edward  F.  “Tested  Methods  of  Renting 
Apartments.”  National  Real  Estate  Journal. 
April  1934,  p.  36.  $1.20.  Part  2  of  a  valuable 
series  of  articles. 

“How  Rockefeller  Center  Rents  Stores  in  Today’s 
Market.”  Buildings  and  Building  Management. 
Jan.  1934,  p.  14.  $0.70.  Two  miles  of  store 

space  are  being  rented  with  success  and  speed. 

“It  Pays  to  Hire  Good  Managers.”  National  Real 
Estate  Journal.  Jan.  1934,  p.  24.  $1.20. 

Cuyahoga  Estate  Company,  on  insurance  sav¬ 
ings  alone,  more  than  justifies  its  fees. 

Jennings,  Archibald  G.  “Where  Does  the  Rent 
Go?”  Real  Estate.  May  26,  1934,  p.  10.  $0.30. 
Mr.  Jennings  is  Vice-President  of  Quinlan  & 
Tyson,  Inc.,  Chicago. 

“Kansas  City  Attacks  Rental  Rackets.”  National 
Real  Estate  Journal.  May  1934,  p.  27.  $0.70. 
Leading  apartments  sign  agreement  to  ban 
special  inducements  and  to  file  rates  with  real 
estate  board. 

“Keeping  Advertising  Folders  Out  of  the  W’aste 
Baskets.”  Buildings  and  Building  Manage¬ 
ment.  Feb.  1934,  p.  20.  $0.70.  Explains  a 

carefully  prepared  campaign  based  on  an  un¬ 
usual  combination  of  advertising  folders  and 
personally  typed  letters. 

Keyes,  Kenneth  S.  “Uses  Brief  to  Secure  Man¬ 
agement  Business.”  National  Real  Estate 
Journal.  Jan.  1934,  p.  31.  $1.20.  This  brief 
secured  the  management  of  a  large  Miami 
office  building. 

Kiepe,  Werner,  “Tax  Credits  for  Free  Rent.”  Na¬ 
tional  Real  Estate  Journal.  Jan.  1934,  p.  20. 
$1.20.  The  new  Utah  plan  for  assisting  own¬ 
ers  of  property  housing  the  indigent  and  un¬ 
employed. 

Lange,  Charles  W.  “Group  Action  Aids  in  Solving 
the  Credit  Problem.”  Buildings  and  Building 
Management.  April  1934,  p.  44.  $0.70.  A  de¬ 
scription  of  the  successful  exchange  of  credit 
information. 

Lewis,  Alexander  J.  “Good  Housekeeping  a  Fun¬ 
damental  of  Operating  Economy.”  Buildings 
and  Building  Management.  March  1934,  p.  29. 
$0.70.  An  interesting  statement  from  a  prac¬ 
tical  operating  man. 

“London  Terrace  Sets  a  1933-34  Renting  Record.” 
Buildings  and  Building  Management.  March 
1934,  p,  38.  $0.70.  Intelligent  renting  poll- 
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cies  applied  to  the  world’s  largest  apartment 
house. 

“Making  a  Price  Schedule.”  Buildings  and  Build¬ 
ing  Management.  June  1934,  p.  23.  $0.45. 

Article  number  three  on  1934  renting  methods 
and  policies. 

Mullenix,  C.  A.  “Reviving  the  Profit  of  Old  Build¬ 
ings.”  National  Real  Estate  Journal.  March 
1934,  p.  33.  $1.20.  The  result  of  surveys  made 
in  putting  properties  back  on  their  feet. 

Murray,  E.  B.  and  Eldridge,  J.  B.  “Why  Agency 
Management  Is  Best  for  the  Owner.”  Build¬ 
ings  and  Building  Management.  Jan.  1934,  p. 
29.  $0.70.  Another  article  on  the  old  con¬ 

troversy  of  agency  vs.  individual  manage¬ 
ment. 

Ollinger,  Rodney  M.  “Apartment  Building  Opera¬ 
tion.”  Buildings  and  Building  Management. 
Jan.  1934,  p.  41;  Feb.  1934,  p.  38;  March  1934, 
p.  41.  $0.70  each.  A  series  of  articles  on 

maintenance  instructions  and  operating  rec¬ 
ords. 

Ollinger,  Rodney  M.  “Planning  an  Operating 
Budget  for  an  Apartment  House.”  Buildings 
and  Building  Management.  June  1934,  p.  46. 
$0.45.  The  first  article  in  a  new  series  of 
unusual  interest. 

“Rebuilding  the  Income  of  Unsuccessful  Proper¬ 
ties.”  Buildings  and  Building  Management. 
March  1934,  p.  19.  $0.70.  Striking  accom¬ 

plishments  of  2  prominent  management  or¬ 
ganizations  in  rebuilding  the  income  of  four 
loft  buildings  in  New  York  City. 

“Renting  by  Mail.”  National  Real  Estate  Journal. 
May  1934,  p.  42.  $0.70.  Some  inexpensive 

attractive  direct  mail  advertising. 

Scott,  F.  M.  “A  More  Accurate  Comparison  of 
Heating  Costs.”  Buildings  and  Building  Man¬ 
agement.  Jan.  1934,  p.  26.  $0.70.  In  collab¬ 
oration  with  R.  W.  Dawes. 

Shea,  William  J.  “Prompt  Collections  Are  the 
Backbone  of  Management.”  Buildings  and 
Building  Management.  March  1934,  p.  22. 


$0.70.  An  analysis  of  the  collection  problem, 
step  by  step,  and  a  description  of  the  most 
effective  procedure. 

Simon,  Clifford  M.  “Why  Not  Some  Salesmanship 
in  Renting  Apartments?”  National  Real  Es¬ 
tate  Journal.  Feb.  1934,  p.  33.  $1.20.  Some 

frank  criticisms  based  upon  the  experiences  of 
a  tenant. 

“The  Statler  Building  Tells  Its  Sales  Story  in  Pic¬ 
tures.”  Buildings  and  Building  Management. 
May  1934,  p.  33.  $0.70.  An  interesting  ac¬ 

count  of  visual  selling. 

“Telling  the  Management  Story  With  Facts  and 
Figures.”  Buildings  and  Building  Manage¬ 
ment.  April  1934,  p.  34.  $0.70.  Samples  of 

clever  brochures. 

“These  Methods  Give  New  Life  to  Sick  Proper¬ 
ties.”  Buildings  and  Building  Management. 
May  1934,  p.  46.  $0.70.  The  efficient  organ¬ 

ization  and  tested  methods  of  The  R.  M.  Dins- 
more  &  Co.  of  Brooklyn,  N.  Y.,  are  described 
here. 

Thomas,  R.  E.  “Group  Method  of  Cleaning  Re¬ 
duces  Costs.”  Buildings  and  Building  Man¬ 
agement.  June  1934,  p.  41.  $0.45.  An  experi¬ 
ment  is  tried  out  in  the  Buhl  Building,  De¬ 
troit. 

“A  Well-Planned  System  of  Time  and  Work  Sched¬ 
ules.”  Buildings  and  Building  Management. 
May  1934,  p.  29.  $0.70.  The  successful  ex¬ 

perience  of  a  Philadelphia  building. 

“What  Shall  We  Do  About  Collections.”  Buildings 
and  Building  Management.  June  1934,  p.  38. 
$0.45.  A  symposium  of  ideas. 


Copies  of  the  magazines  in  which  these 
articles  appear  may  be  secured  from  the 
Library  of  the  National  Association  of  Real 
Estate  Boards,  59  East  Van  Buren  St.,  Chi¬ 
cago,  Ill.  The  price  listed  includes  the  price 
of  the  magazine  and  a  small  service  charge 
for  mailing  and  postage.  Subscriptions  may 
also  be  placed  with  the  National  Association. 


By  Laws  of  The  Institute  of  Real  Estate 
Management 


ARTICLE  I 
Objects 

Section  1.  The  objects  of  this  Institute 
shall  be : 

a.  The  establishment  of  a  Code  of  Eth¬ 
ics  and  Standards  of  Practice. 

b.  The  identification  and  registration  of 
responsible  and  competent  managers 
and  management  agencies  of  real  es¬ 
tate. 

c.  The  establishment  of  co-ordinated 
standards  and  units  for  the  scientific 
recording  of  experience  in  the  man¬ 
agement  of  real  estate. 

d.  The  exchange  of  management  ex¬ 
perience. 

e.  In  general,  the  fostering  of  knowl¬ 
edge,  integrity,  and  efficiency  in  the 
management  of  real  estate. 

ARTICLE  II 
Membership 

Section  1.  Membership  in  this  Insti¬ 
tute  shall  be  open  to  any  individual,  part¬ 
nership,  trust,  or  corporation  who: 

a.  Is  actively  and  reputably  engaged  in 
the  business  of  real  estate  manage¬ 
ment. 

b.  Subscribes  to  the  By-Laws,  Code  of 
Ethics,  and  Standards  of  Practice 
established  by  this  Institute. 

c.  Segregates  clients’  funds  in  separate 
bank  or  trust  account  or  accounts 
which  shall  at  all  times  cover  in  full 
all  money  due  clients. 

d.  Maintains  a  satisfactory  Fidelity 
bond  on  all  employees  engaged  in  ac¬ 
counting  for  or  handling  of  funds. 

e.  Does  not  receive  or  accept  any  com¬ 
mission,  rebate,  discount,  or  benefit 


in  connection  with  the  management 
of  property  except  with  the  full 
knowledge  of  his  or  its  clients. 

f.  Files  a  formal  application  on  the  of¬ 
ficial  application  form  furnished  by 
the  Institute,  giving  all  of  the  de¬ 
tailed  information  and  data  therein 
requested  and  signing  an  irrevocable 
waiver  of  claim  against  this  Insti¬ 
tute  or  any  of  its  officers,  committee 
members  or  other  officials  as  indi¬ 
viduals,  or  as  a  group,  for  any  offi¬ 
cial  act  in  connection  with  the  busi¬ 
ness  of  this  Institute  and  particuarly 
as  to  its  or  their  acts  in  electing  or 
failing  to  elect,  or  disciplining  him 
or  it  as  a  member. 

g.  Holds  and  maintains  active  member¬ 
ship  in  a  Member  Board  of  the  Na¬ 
tional  Association  of  Real  Estate 
Boards.  This  provision  shall  not 
apply  in  cases  where  the  candidate’s 
office  and  principal  business  activi¬ 
ties  are  in  a  territory  that  is  not 
included  within  the  jurdisdiction  of 
a  Member  Board  of  the  National  As¬ 
sociation  of  Real  Estate  Boards. 

h.  Who  upon  application  for  admission 
presents  a  sworn  statement  that  he 
or  it  will  within  thirty  days  after 
election  to  membership  comply  fully 
with  the  above  requirements. 

Section  2.  All  members  shall  be  ad¬ 
mitted  to  this  Institute  only  by  ballot  with 
not  less  than  eighty  per  cent  of  the  entire 
Governing  Council  voting.  Three  negative 
ballots  shall  exclude. 

Section  3.  Whenever  an  applicant 
seeks  admission  to  this  Institute,  the  Sec¬ 
retary  shall  send  to  all  members  a  confi¬ 
dential  digest  of  the  candidate’s  qualifica- 
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tions  and  shall  set  a  time  limit  for  reply. 
It  shall  be  the  duty  and  obli^tion  of  each 
member  to  reply  to  such  notices  and  to  ad¬ 
vise  the  Admissions  Committee  of  any  fa¬ 
vorable  or  unfavorable  facts  known  to  the 
member  regarding  the  candidate. 

Section  4.  The  Institute  shall  exercise 
effective  disciplinary  powers  over  its  en¬ 
tire  membership,  including  expulsion  for 
cause.  The  affirmative  votes  of  at  least 
eighty  per  cent  of  the  members  of  the 
Governing  Council  present  at  the  time  of 
balloting  shall  be  required  to  discipline  a 
member  and  a  minimum  vote  of  two-thirds 
of  the  entire  Council  shall  be  necessary  for 
expulsion. 

ARTICLE  III 
Membership  Certificates 

Section  1.  Each  member  shall  receive 
a  certificate  of  membership  issued  by  the 
Governing  Council  of  the  Institute. 

Section  2.  The  certificate  of  member¬ 
ship,  as  well  as  any  other  evidence  of  mem¬ 
bership  issued  at  any  time  to  a  member 
shall  be  the  permanent  property  of  the  In¬ 
stitute  and  shall  be  returned  promptly  to 
the  Secretary  of  the  Institute  if  the  mem¬ 
bership  of  the  individual  or  firm  to  whom 
it  is  issued  is  for  any  reason  terminated. 

ARTICLE  IV 
Dues 

Section  1.  Subsequent  to  their  elec¬ 
tion,  members  shall  not  be  entitled  to  a 
certificate  or  to  any  other  benefits  until  the 
dues  for  at  least  twelve  months  have  been 
received  by  the  Institute.  Failure  to  make 
such  payment  within  ninety  days  of  notice 
of  election  shall  void  the  election  to  mem¬ 
bership. 

Section  2.  Subsequent  dues  shall  be¬ 
come  payable  quarterly  in  advance,  pro¬ 
vided,  however,  that  dues  for  the  fifth 
quarter  from  date  of  admission  shall  be 
prorated  so  as  to  make  the  due  date  fall 
January  1,  April  1,  July  1,  and  October  1. 


Section  3.  The  annual  dues  shall  be  5c 
per  rental  unit  managed  as  of  January  1st 
of  each  year,  provided,  however,  that  the 
membership  dues  for  the  year  1934  shall 
be  $25.00.  Thereafter  the  annual  mem¬ 
bership  dues  shall  in  no  case  be  less  than 
$25.00,  nor  more  than  $100.00.  All  can¬ 
didates  becoming  members  before  January 
1,  1935,  shall  be  designated  as  Charter 
Members  and  such  designation  shall  ap¬ 
pear  on  their  certificates  of  membership. 

Section  4.  $5.00  of  the  annual  mem¬ 
bership  dues  is  for  annual  subscription  to 
“The  Journal  of  The  Institute  of  Real  Es¬ 
tate  Management.” 

Section  5.  Each  application  for  admis¬ 
sion  shall  be  accompanied  by  a  deposit  of 
$25.00.  If  the  candidate  is  admitted  to 
membership,  this  amount  shall  apply  in 
full  on  his  first  year’s  membership  dues. 
If  for  any  reason  the  candidate  is  not  ad¬ 
mitted  to  membership,  the  full  $25.00  will 
be  refunded. 

ARTICLE  V 
Governing  Council 

Section  1.  There  shall  be  a  Governing 
Council  consisting  of  a  minimum  of  nine 
and  a  maximum  of  fifteen  members,  to 
which  shall  be  added  one  appointed  by  the 
Board  of  Directors  of  the  National  Asso¬ 
ciation  of  Real  Estate  Boards,  which  Gov¬ 
erning  Council  shall  control  and  manage 
the  affairs  of  the  Institute. 

Section  2.  One-third  of  the  elective 
members  of  the  Governing  Council  shall 
be  elected  at  each  annual  meeting  to  serve 
for  a  term  of  three  years  (except  that  at 
the  first  annual  meeting  of  this  Institute, 
one-third  of  the  Governing  Council  shall 
be  elected  to  serve  for  a  term  of  one  year, 
one-third  to  serve  for  a  term  of  two  years, 
and  one-third  to  serve  for  a  term  of  three 
years). 
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ARTICLE  VI 
Nominating  Committee 

Section  1.  The  President  of  this  Insti¬ 
tute,  by  and  with  the  consent  of  the  Gov¬ 
erning  Council,  shall  appoint  a  Nominat¬ 
ing  Committee  consisting  of  five  members, 
at  least  thirty  days  in  advance  of  the  an¬ 
nual  meeting. 

Section  2.  It  shall  be  the  duty  of  this 
Nominating  Committee  to  nominate  at 
least  one  person  for  each  vacancy  in  the 
Governing  Council,  which  nominations 
shall  be  reported  by  mail  to  all  members  at 
least  two  weeks  prior  to  the  annual  meet¬ 
ing.  Additional  nominations  may  be  made 
by  a  petition  signed  by  at  least  five  mem¬ 
bers  in  good  standing,  providing  such 
nominations  shall  be  in  the  hands  of  the 
secretary  at  least  five  days  prior  to  the  an¬ 
nual  meeting. 

Section  3.  The  report  of  the  Nominat¬ 
ing  Committee  and  any  additional  nomina¬ 
tions  shall  be  read  at  the  first  session  of 
the  Annual  Meeting  for  the  information 
of  the  members. 

ARTICLE  VII 

Election  of  the  Governing  Council 

Section  1.  The  annual  election  of  one- 
third  of  the  elective  members  of  the  Gov¬ 
erning  Council  shall  take  place  at  the  sec¬ 
ond  session  of  the  Annual  Meeting. 

Section  2.  Election  shall  be  by  ballot, 
and  every  member  in  good  standing  pres¬ 
ent  shall  be  entitled  to  one  vote. 

Section  3.  The  Chairman  shall  appoint 
three  tellers  who  shall  make  a  tabulation 
of  the  ballots  and  report  to  the  meeting  the 
result  of  the  votes  cast.  The  members  re¬ 
ceiving  the  highest  number  of  votes  for  the 
Governing  Council  shall  be  declared 
elected  and  the  tellers  will  so  certify  in 
writing  to  the  Secretary  of  the  Institute, 
giving  the  number  of  ballots  cast  for  each 
nominee.  Any  tie  votes  shall  be  decided 


by  a  majority  vote  of  the  members  of  the 
Governing  Council,  that  is,  the  newly 
elected  members  and  those  continuing  in 
office. 

Section  4.  The  Governing  Council,  by 
majority  vote,  shall  elect  members  to  fill 
any  vacancy  occurring  between  annual 
meetings  and  each  person  so  elected  shall 
hold  office  until  the  vacancy  is  regularly 
filled  at  the  next  Annual  Meeting. 

ARTICLE  VIII 
Officers 

Section  1.  The  Governing  Council  shall 
elect  from  among  its  own  number  a  Presi¬ 
dent  and  Vice-President.  These  officers 
shall  also  be  respectively  President  and 
Vice-President  of  The  Institute  of  Real 
Estate  Management.  The  duties  of  these 
officers  shall  be  such  as  usually  pertain  to 
their  respective  offices.  The  President 
shall  be  ex-officio  member  of  all  commit¬ 
tees. 

Section  2.  The  President  shall,  by  vir¬ 
tue  of  his  office,  become  a  member  of  the 
Board  of  Directors  of  the  National  Asso¬ 
ciation  of  Real  Estate  Boards. 

Section  3.  The  Secretary  and  Treas¬ 
urer  of  the  National  Association  of  Real 
Estate  Boards  shall  be  the  Secretary  and 
Treasurer  respectively  of  The  Institute  of 
Real  Estate  Management.  All  funds  of 
the  Institute,  including  any  special  funds 
contributed  to  it  by  its  members  or  others, 
shall  be  deposited  in  the  treasury  of  the 
National  Association  of  Real  Estate 
Boards  by  the  treasurer  and  shall  be  seg¬ 
regated  for  the  sole  use  of  this  Institute. 
The  treasurer  shall  make  due  accounting 
to  the  Governing  Council  at  least  once  each 
year. 

ARTICLE  IX 

Fiscal  and  Elective  Years 

Section  1.  The  fiscal  and  elective  years 
of  The  Institute  of  Real  Estate  Manage- 
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merit  shall  conform  to  those  of  the  Na¬ 
tional  Association  of  Real  Estate  Boards. 

ARTICLE  X 
Standing  Committees 

Section  1.  The  Standing  Committees 
shall  be  as  follows:  Admissions  Commit¬ 
tee,  Local  Chapters  Committee,  Member¬ 
ship  Committee,  Legislative  Committee, 
Experience  Exchange  Committee,  Inspec¬ 
tion  and  Ethics  Committee,  Publication 
Committee. 

Section  2.  Each  of  the  above  commit¬ 
tees  shall  consist  of  two  or  more  members 
of  the  Institute,  except  as  otherwise  herein 
provided.  They  shall  be  annually  ap¬ 
pointed  by  the  President,  by  and  with  the 
consent  of  the  Governing  Council.  The 
duties  of  these  committees  shall  be  defined 
by  the  instructions  they  shall  from  time  to 
time  receive  from  the  President,  or  the 
Governing  Council. 

ARTICLE  XI 
Special  Committees 

Section  1.  Special  Committees  may  be 
appointed  by  the  President,  subject  to  the 
approval  of  the  Governing  Council,  to  per¬ 
form  such  services  as  may  be  assigned  to 
them. 

ARTICLE  XII 

Resignations,  Suspensions,  Expulsions  and 

Reinstatements 

Section  1.  All  resignations  of  members 
shall  be  made  to  the  Governing  Council  in 
writing  and  may  be  accepted  by  them  on  a 
majority  vote  subject  to  the  payment  of 
all  outstanding  dues  and  obligations  of  the 
resigning  Member. 

Section  2.  Any  Member  may  be  sus¬ 
pended  or  expelled  for  professional  mis¬ 
conduct  by  a  two-thirds  vote  of  the  Gov¬ 
erning  Council. 

Section  3.  Any  Member  who  fails  to 
pay  his  dues  or  other  indebtedness  within 


ninety  days  after  the  same  becomes  due, 
may  at  the  end  of  such  time  be  suspended 
by  a  majority  vote  of  the  Governing  Coun¬ 
cil  and  shall  then  no  longer  be  in  good 
standing.  Immediately  upon  suspension, 
all  rights  and  benefits  of  membership  shall 
terminate  until  the  delinquency  is  satis¬ 
fied.  If  any  indebtedness  remains  unpaid  ! 
for  six  months  after  the  same  becomes  j 
due,  the  Member  shall  automatically  be 
dropped  from  the  rolls,  unless  the  time  of 
payment  shall  have  been  extended  by  the 
Governing  Council. 

Section  4.  Any  Member  dropped  or 
expelled  from  membership  for  any  cause, 
shall  be  reinstated  to  good  standing  only 
by  a  three-fourths  vote  of  the  entire  Gov¬ 
erning  Council,  and  then  only  upon  writ¬ 
ten  application  by  the  candidate  for  rein¬ 
statement  approved  by  the  Admissions 
Committee. 

Section  5.  Any  Member  who  resigns, 
is  suspended,  or  dropped  from  the  roll  of 
membership,  shall  immediately  return  his 
Certificate,  his  Emblem,or  any  other  mark 
of  identity  as  a  Member  of  The  Institute 
of  Real  Estate  Management.  Upon  failure 
to  return  these  evidences  of  membership 
upon  demand  by  the  Governing  Council, 
the  President  or  Governing  Council  may 
cause  notice  of  such  expulsion  to  be  given 
publicity  thru  paid  advertising  or  news 
items  in  the  papers  local  to  the  member’s 
business  address  and  also  cause  to  be 
brought  any  legal  action  necessary  to  ac¬ 
quire  these  marks  of  identification  which 
are  the  property  of  the  Institute. 

ARTICLE  XIII 

Local  Chapters 

Section  1.  For  the  purpose  of  afford¬ 
ing  its  members  better  opportunities  for 
close  cooperation,  discussion  of  various 
phases  of  real  estate  management,  and 
local  control,  the  Governing  Council  of  The 
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Institute  of  Real  Estate  Management  may, 
under  such  rules  and  regulations  as  it  may 
adopt,  establish  such  local  chapters  as  may 
be  deemed  advisable  or  necessary.  These 
local  chapters  shall  be  known  as  “Chapters 
of  The  Institute  of  Real  Estate  Manage¬ 
ment,”  and  each  shall  be  given  an  identi¬ 
fying  number  in  the  order  of  their  estab¬ 
lishment. 

Section  2.  Upon  the  application  of  not 
less  than  five  members  in  good  standing, 
the  Governing  Council  may  grant  author¬ 
ity  for  the  establishment  of  local  chapters 
with  limits  defined  geographically  by  the 
Governing  Council,  such  authority  to  con¬ 
tinue  at  the  pleasure  of  the  Governing 
Council  and  to  be  revocable  by  the  Govern¬ 
ing  Council  under  such  rules  as  to  quorum 
and  vote  as  are  elsewhere  set  forth  for  the 
expulsion  of  a  member.  Each  such  local 
chapter  shall  always  have  not  less  than 
five  resident  members  in  order  to  maintain 
the  continuity  of  its  existence. 

Section  3.  The  Governing  Council  may, 
when  such  action  is  deemed  expedient  or 
desirable,  re-define  or  divide  the  terri¬ 
torial  jurisdiction  of  any  local  chapter  for 
the  purpose  of  establishing  an  additional 
local  chapter,  providing,  however,  that 
there  shall  in  no  case  be  more  than  one 
local  chapter  within  the  corporate  limits 
of  any  one  city. 

Section  4.  These  chapters  shall  have 
the  right  to  elect  a  Chairman,  other  offi¬ 
cers,  and  committees,  and  to  assess  dues 
necessary  for  their  proper  functioning. 
The  actions  of  such  local  chapters  shall  at 
all  times  be  subject  to  the  approval  of  the 
Governing  Council  of  The  Institute  of 
Real  Estate  Management  and  shall  at  all 
times  remain  subject  to  the  constitution 
and  by-laws  of  The  Institute  of  Real  Es¬ 
tate  Management.  Local  chapters  may  not 
speak  for  The  Institute  of  Real  Estate 


Management  without  prior  specific  author¬ 
ity  from  the  Governing  Council. 

ARTICLE  XIV 
Meetings  and  Quorums 

Section  1.  The  Annual  Meeting  of  The 
Institute  of  Real  Estate  Management  shall 
be  held  at  the  same  time  and  place  as  the 
Annual  Meeting  of  the  National  Associa¬ 
tion  of  Real  Estate  Boards.  Other  meet¬ 
ings  may  be  called  by  the  Governing  Coun¬ 
cil  from  time  to  time. 

Section  2.  All  meetings  of  The  Insti¬ 
tute  of  Real  Estate  Management  shall  be 
open  to  all  members  of  the  National  Asso¬ 
ciation  of  Real  Estate  Boards,  provided, 
however,  that  only  members  of  The  Insti¬ 
tute  of  Real  Estate  Management  shall  be 
entitled  to  the  privileges  of  the  floor,  to 
participate  in  the  discussions,  to  vote,  or 
to  hold  office. 

Section  3.  Those  members  present 
after  due  notice  of  not  less  than  two  weeks 
prior  thereto  shall  constitute  a  quorum  for 
any  annual  meeting. 

Section  4.  A  quorum  for  any  special 
meeting  shall  consist  of  sixty  per  cent  of 
the  members  in  good  standing  when  pres¬ 
ent  either  in  person  or  by  proxy.  All  mem¬ 
bers  are  to  be  notified  by  mail  sent  out  at 
least  two  weeks  prior  to  the  date  of  any 
special  meeting  of  any  decisions  to  be 
made  at  the  meeting.  Any  decisions  made 
at  a  special  meeting  without  such  prior 
notice  shall  not  be  final  until  confirmed  at 
the  next  annual  meeting  or  at  a  subse¬ 
quent  special  meeting  following  due  notice 
of  the  action  to  be  considered. 

ARTICLE  XV 
Limitation  of  Liability 

Section  1.  The  National  Association  of 
Real  Estate  Boards  shall  not  assume  any 
liability  for  expenditures  or  commitments 
of  The  Institute  of  Real  Estate  Manage- 
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ment  unless  such  expenditures  or  commit¬ 
ments  shall  first  have  been  approved  by 
the  Board  of  Directors  of  the  National  As¬ 
sociation  of  Real  Estate  Boards. 

ARTICLE  XVI 
Amendments 

Section  1.  These  By-Laws  may  be 
amended  by  the  Governing  Council  of  The 
Institute  of  Real  Estate  Management  by  a 


two-thirds  vote  of  the  members  present, 
provided  thirty  days’  notice  in  advance 
shall  have  been  given  to  all  members  of 
the  intention  to  amend,  together  with  a 
written  copy  of  the  proposed  amendments,  , 
and  provided  further  that  such  amend- 
ments  be  approved  by  the  Board  of  Direc¬ 
tors  of  the  National  Association  of  Real  , 
Estate  Boards  before  they  become  effec-l 
tive. 
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